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FOREWORD 


E  have  reprinted  in  this  booklet  the 


V  Y  complete  text  of  the  War  Excess  Profits 
Tax  Law,  and  the  Regulations  (No.  41)  of 
the  Treasury.  Department  relating  thereto. 

These  Regulations  construe  and  interpret 
the  War  Excess  Profits  Tax  Law,  and  are  . 
indisp^isable  to  individuals,  partnerships, 
and  corporations  required  to  file  Excess 
Profits  Tax  Returns.  Refere4ce  to  these 
regulations  is  essential  in  order  that  tax- 
payers may  understand  the  operation  and 
^ect  of  the  law.  - 

We  shall  be  glad  to  give  informatkm  re- 
garding the  War  Excess  Profits  Tax  Law  and 
the  Federal  Income  Tax  Law,  and  mider 
such  assistance  as  may  be  desired  in  the 
compilation  of  returns. 

The  Guaranty  Trust  Company 


of  New  York 


Februaiy  4,  1918 


Table  of  Contents 

PAGES 

Definitions  -  ^ 

Coiporations,  partnerships,  and  individuals 

subject  to  the  tax  8 

Rates  and  computation  of  tax  10 

Computation  of  the  deduction  17 

Net  income — General  provisions  23 

Net  income — Corporations  24 

Net  income — ^Partnerships  28 

Net  income — Individuals  ■  20 

Invested  capital — General  provisions  85 

Invested  capital — Corporations  and  part- 
nerships *2 

Invested  capital — ^Individuals  56 

Nominal  capital  ^ 

Returns  ^1 

Assessonoit  and  collectk>n  M 

War  Excess  Prc^ts  Tax  Law  «5 

Index  SI 


Regulations  No.  41 

Relative  to  the 

War  Excess  Profits  Tax 

InqKMed  by  Title  II,  Act  of  October  3, 1917 

Definitions 

Article  1.  Definitions.— When  used  in  these 
regulations  the  terms  d^ed  in  articles  a  to  9 
mclusive,  shall,  unless  otherwise  mdicated  by  the 
context,  be  deemed  to  be  used  only  with  the  scope 
or  meaning  ascribed  to  them  respectively  in  such 
articles. 

Abt.«.  C<tfpoiati<m.— The  term  "corporation'* 
includes  joint-stock  companies  or  assodations, 
no  mattCT  how  created  or  organized,  insurance 
companies,  and  limited  partnerships. 

Art.  3.  Domestic  and  fordgn.— The  t«m 
"dcHuestic"  means  created  under  the  law  (statu- 
tory or  other)  of  the  United  States  or  any  State 
therec^,  Alaska,  Hawaii,  or  the  District  of  Col- 
umbia, and  the  term  "foreign"  means  created 
under  the  kw  (statutory  or  other)  of  any  other 


possession  of  the  United  States  or  of  any  Iweign 
CGnntry  or  govemm^i. 

Abt.  4.  United  States— The  term  "United 
States"  (when  used  in  a  geographical  sense) 
means  only  the  States  thereof,  Alaska,  Hawaii, 
and  the  District  of  Columbia. 

Art.  5.  Taxable  year.-— The  tenn  "taxable 
year"  means  the  12  months  ending  December  81 
of  each  year,  except  in  the  case  oi  a  corporation 
or  partnership  which  has  fixed  its  own  fiscal  year, 
in  ^ch  case  it  means  such  fiscal  year.  The 
first  taxable  year  is  the  year  endmg  December 
31,  1917,  except  that  m  the  case  of  a  corporation 
or  partnership  which  has  fixed  its  own  fiscal  year, 
the  first  taxable  year  is  the  fiscal  year  ending 
during  the  calendar  year  1917.  (For  special 
provisions  as  to  prorating  the  amount  of  tax 
due  for  the  portion  of  any  fiscal  year  endmg 
during  the  calendar  year  1917,  see  articles  19 
and  20.) 

Art.  6.  Prewar  period.— The  teim  "prewar 
period"  means  the  calendar  years  1911, 1912,  and 
1913,  or  if  a  corporation  or  partnoship  was  not 
in  existence  or  an  individual  was  not  engaged  in 
the  trade  or  business  during  the  whole  of  such 
three  years,  then  as  many  of  such  years  during 
the  whole  of  which  the  corporation  or  partneiship 
was  in  ezist^ioe  or  the  mdividual  was  engaged  m 
the  trade  or  business. 


Art.  7.  "Trade,"  "business,"  **trade  or  busi- 
ness"  in  case  of  coq^onUioas  and  partnerships.-— 
In  the  case  of  a  corporation  or  partnership  all  m- 
oome  from  whatever  source  derived  is  deemed 
to  be  received  from  its  trade  or  business,  and  the 
terms  "trade,"  "business,"  and  "trade  or  busi- 
ness" include  all  sources  of  income. 

Abt.  8.  "Trade"  m  the  case  of  individuals.— 
In  the  case  of  an  individual,  the  terms  "trade," 
"business,"  and  "trade  or  business"  comprdiend 
aU  his  activities  for  gain,  profit,  or  Uvehhood, 
entered  into  with  sufficient  frequency,  or  occupy- 
ing such  portion  of  his  time  or  attention  as  to 
constitute  a  vocation,  including  occupations  and 
professions.  When  such  activities  constitute  a 
vocation  they  shall  be  construed  to  be  a  trade  or 
business  whether  continuously  carried  on  during 
the  taxable  year  or  not,  and  all  the  income  ari^ng 
therefrom  shaU  be  included  in  his  return  for 
excess-profits  tax. 

In  the  following  cases  the  gain  or  income  is 
not  subject  to  excess-profits  tax,  and  the  capital 
from  which  such  gain  or  income  is  derived  shall 
not  be  mduded  in  "invested  capital":  (a)  Gains 
or  profits  from  transactions  entered  into  for 
profit,  but  which  are  isohOed,  incidental,  or  so 
infrequent  as  not  to  constitute  an  occupation, 
and  (6)  the  income  from  pwq^erty  arising  merely 
from  its  ownership,  mcludmg  interest,  rent,  and 
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similar  income  from  investments  except  in  those 
cases  in  which  the  management  of  such  invest- 
ments really  constitutes  a  trade  or  business. 

Art.  9.  "Dividend."— The  term  "dividend" 

has  the  same  meaning  as  in  section  31  of  the  act 
of  September  8,  1916,  as  amended  by  the  act  af 
October  3,  1917.  (See  Income  Tax  Regulations, 
art.  106.) 

Corporations,  Partnerships,  and 
Individuals  Subject  to  the  Tax 

Art.  10.  Corporations.— Every  domestic  cor- 
poration which  has  for  the  taxable  year  a  net 
income  of  $3,000  or  more  is,  unless  ^empt  under 
article  13,  required  to  make  a  return  and  to  pay 
the  tax,  if  any. 

Every  foreign  corporation  which  has  for  the 
taxable  year  a  net  income  of  $3,000  or  more  from 
sources  within  the  United  States  is,  unless  exempt 
under  article  13,  required  to  make  a  return  and 
to  pay  the  tax,  if  any. 

Art.  11.  Partnerships. — Every  domestic  part- 
nership which  has  for  the  taxable  year  a  net 
income  of  $6,000  or  more  is,  unless  exempt  under 
article  13,  required  to  make  a  return  and  to  pay 
the  tax,  if  any. 

Every  foreign  partnership  which  has  for  the 
taxable  year  a  net  income  of  $3,000  or  more  from 
sources  within  the  United  States  is,  unless  exempt 
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under  article  13,  required  to  make  a  return  and  to 
pay  the  tax,  if  any. 

Art.  12.  Individuals. — ^Every  citizen  or  resi- 
dent of  the  United  States  who  has  for  the  taxable 
year  an  aggregate  net  income  in  excess  of  $6,000 
from  trades,  businesses,  occupations  or  profes- 
sions is,  unless  exempt  wad&  article  13^  required 
to  make  a  return  and  to  pay  the  tax,  if  any. 

Evefy  n<mresident  alien  individual  who  has  for 
the  taxable  year  an  aggregate  net  income  of 
$3,000  or  more  from  trades,  businesses,  oocupa> 
tions,  or  professions  carried  on  within  the  United 
States  is,  unless  ex^pt  under  article  13,  required 
to  make  a  return  and  to  pay  the  tax,  if  any. 

Art  13.  Exi^i^tions. — ^The  following  are  ex- 
empt from  the  tax: 

(a)  Corporations  exempt  under  the  provisions 
of  section  11  of  Title  I  of  the  act  of  September  8, 
1916,  from  the  tax  imposed  by  such  title.  (See 
Income  Tax  Regulations,  arts.  67,  ff.) 

(6)  Partnerships  carrying  on  or  doing  the  same 
kind  of  business  or  coming  within  the  same 
description. 

(c)  Individuals  to  the  extent  that  they  carry 
on  or  do  the  same  kind  ci  business  or  ocnne 
within  the  same  description. 
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Rates  and  Computation  of  Tax 

Art.  14.  Classification  of  net  income. — For  the 
purposes  of  the  excess  profits  tax  net  inccNue  which 
is  subject  to  the  tax  shall  be  divided  into  two 
classes,  as  fallows: 

A.  Net  income  which  is  derived  from  a  trade 
or  business  having  no  invested  capital,  or  not 
more  than  a  nominal  capital,  including  in  the 
case  of  an  individual  salaries,  wages,  fees»  or 
other  compensations;  and 

B.  Net  inccnne  which  is  d^ved  from  a  trade 
or  business  having  invjested  capital. 

In  the  case  of  a  cofporationhor  partnershqi,  all 
the  trades  and  businesses  in  which  it  is  engaged 
will  be  treated  as  a  sin^^e  trade  or  business  (as 
provided  in  sec.  201),  and  its  entire  income  will 
be  h^d  to  be  of  the  same  class  as  the  income  from 
its  principal  trade  or  business. 

In  the  case  of  an  individual  the  net  income 
subject  to  the  excess  profits  tax  shall  be  classified 
as  provided  in  this  article.  Net  income  of  class 
A  shall  be  taxed  as  provided  in  article  15,  and 
net  inofune  <rf  dass  B  shall  be  taxed  as  provided 
in  article  16. 

Art.  15.  Rate  of  tax  on  income  of  class  A. — 
The  tax  iq>on  net  income  of  class  A  as  defined  in 
article  14  shall  be  computed  at  the  rate  of  8  per 
cent  upon  the  amount  thereof  in  excess  of  $3,000 
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in  the  case  (d  a  domestic  coiparation;  upon  the 

amount  thereof  in  excess  of  $6,000  in  the  case  of  a 
domestic  partnmh^  or  <rf  a  dtizen  or  resident 
of  the  United  States;  and  upon  the  whole  thereof 
m  the  case  of  a  fbiwgtt  cotpcoation  or  partnership 

•  or  of  a  nonresident  alien  individual. 

Asa.  16.  Rate  of  tax  on  income  of  class  B.— 
The  tax  upon  net  income  of  class  B  as  d^ed 
in  artide  14  shall,  exc^t  as  otherwise  provided 
in  article  17,  be  computed  at  the  foUowing  rat^: 

20  per  cent  of  the  amount  of  the  net  income  in 
excess  of  the  deduction  (determined  as  provided 
m  articles  21,  23,  and  24)  and  not  in  excess  of 
15  per  cent  of  the  invested  capital  for  the  taxable 
year; 

25  per  cent  of  the  amount  of  the  met  moome  m 
&axa&  of  16  per  cent  and  not  in  excess  of  20  per 
cent  of  such  capital; 

85  per  cent  of  the  amount  of  the  net  mcome 
in  excess  of  20  per  cent  and  not  in  excess  of  26 
per  ceat  of  such  ci4>ital; 

45  per  cent  of  the  amount  of  the  net  income  in 
excess  df  26  pa  cent  and  not  in  excess  of  33  per 
cent  of  such  capital; 

60  per  cent  of  the  amount  of  the  net  income 
in  excess  of  3^  per  cent  of  such  capital. 

Illustrations.— (1)  A  corporation  has  a  capital  of 
$100,000,  pxetrar  eanungs  of  7  per  cent,  and  a  net  income 
for  the  taxable  year  of  $76,000. 
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The  deduction  allowed  will  be  7  per  cent  of  the  capital, 
or  $7,000,  plus  $3,000  specific  deduction,  a  total  of  $10,000. 
The  amount  of  the  net  income  tanbie  sX  each  rate  will 

be  as  follows: 

In  excess  of  the  deduction  and  not  in  excess  oi  15 

per  cent  of  the  capital  (rate,  20  per  cent)  . .  $6,000 

In  excess  of  15  per  cent  of  the  capital  and  not  in 

excess  of  20  per  cent  thereof  (rate,  25  per  cent) . .  5,000 
In  excess  of  20  per  cent  of  the  capital  and  not  in 

excess  of  25  per  cent  thereof  (rate,  35  per  cent).  5,000 
In  excess  of  25  per  cent  of  the  capital  and  not  in 

exceas  of  33  per  cant  thereof  (rate,  45  per  cent) .  8,000 
In  excess  of  33  per  cent  df  the  capital  (rate,  60  per 


+\                                         ...  42.000 

cent)  •■   -Miiww 

The  tax  would  then  be  computed  as  follows: 

20  per  cent  of  $5,000     ^I'^OO 

25  per  cent  of  $5,000  

35  per  cent  of  $5,000   1»750 

45  per  cent  of  $8,000   3,600 

60  per  cent  of  $42,000    •••  25,200 


Total  tax   ^2,800 


(2)  An  individual  or  partnership  has  a  capital  of 
$100,000,  prewar  earnmgs  of  8  per  cent,  and  a  net  tnoome 

for  the  taxable  year  of  $22,500. 

The  deduction  allowed  will  be  8  per  cent  of  the  capital, 
or  $8,000,  plus  $6,000  specific  deduction,  a  total  of  $14,000. 

The  amount  of  the  net  income  taxable  at  each  rate  will 
be  as  follows: 

In  excess  of  the  deduction  and  not  in  excess  of  16 
per  cent  of  the  capital  (rate,  20  per  cent) ......  $1,000 

In  excess  of  15  per  cent  of  the  capital  and  not  in 
excess  of  20  per  cent  thereof  (rate,  26  per  cent).  5,000 

In  excess  of  20  per  cent  of  the  capital  and  not  in 
excess  of  25  per  cent  thereof  (rate,  35  per  cent).  2,500 
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The  tax  would  then  be  computed  as  follows: 


20  per  cent  of  $1,000   ^ 

25  per  cent  of  $5,000   ^'^^ 

36  per  cent  of  $2,600  


Total  tax  •  2,325 


Abt.  17.  When  deduction  exceeds  16  per  cent 
of  invested  capital— In  any  case  in  which  the 
deduction  determined  as  provided  in  articles 
21,  «8,  and  24  is  greater  than  15  per  cent  of  the 
invested  capital  and  tiierefore  can  not  be  fully 
allowed  vmdet  the  first  rate  or  bracket  of  article 
16,  then  any  remahiing  portion  of  the  deduction 
will  be  allowed  under  the  second  bracket,  and 
contmued  if  necessary  into  the  succeeding  bracket 
or  brackets  until  the  «itire  amount  of  the  deduc- 
tion is  allowed. 

Illustrations.— (1)  A  corporation  has  a  capital  of 
$9,000;  prewar  earnings  of  9  per  cent;  and  a  net  income  for 
the  taxable  year  of  $10,000. 

The  deduction  allowed  wiU  be  9  per  cent  of  the  capital, 
or  $810,  plus  $3,000  specific  deduction,  a  total  of  $3,810. 

The  amount  of  the  net  income  in  each  bracket  will  be  as 


follows: 

16  per  cent  of  the  capital   •  $1,350 

In  excess  of  16  per  cent  of  the  capital  and  not  m 

excess  of  20  per  cmt  thereof  -  *50 

In  excess  of  20  per  cent  of  the  capital  and  not  in 

ezoQBB  of  25  per  cent  thereof  

In  excess  of  25  per  wmt  of  the  capital  and  not  in 

excess  of  33  per  cent  thereof  

In  excess  of  33  per  cent  of  the  capital   7,030  ^ 
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It  18  evident  that  the  total  deductkm  of  $3310  ia  greater 

than  15  per  cent  of  the  capital  and  so  is  not  fully  absoibed 
by  the  amount  of  net  income  not  in  excess  of  15  per  cent 
of  the  oiqntal.  In  sueh  case,  implying  article  17,  the  total 
deduction  of  $3,810  will  be  distributed  as  follows: 

$1^350  in  the  first  bracket,  leavinir  nothing  to  be  taxed 

at  the  20  per  cent  rate. 
$150  in  the  second  bracket,  leaving  nothing  to  be  taxed 

at  the  26  per  eent  rate. 

$460  in  the  third  bracket,  leaving  nothing  to  be  taxed 

at  the  35  per  cent  rate. 
$720  in  the  fourth  bracket,  leavii^  nothing  to  be  taxed 
at  the  45  per  cent  rate. 
There  still  remains  $840  of  the  deduction  to  be  allowed 
in  the  fifth  bracket  against  the  $7,030  of  income  which 
would  otherwise  be  taxable  under  that  bracket.  There 
would  then  be  $6,190  of  net  income  left  to  be  taxed  at  the 
60  per  cent  rate  und^  the  fifth  bracket.  Hence,  the  total 
excess-profits  tax  in  this  case  would  be  $3,714. 

(2)  An  individual  or  partnership  has  a  capital  of  $40,000, 
prewar  earnings  of  9  per  cent,  and  a  net  inocMne  liMr  the 
taxable  year  of  $12,000. 

The  deduction  allowed  will  be  9  per  cent  of  the  capital, 
or  $3,600,  pliu  $6,000  specific  dedi^tion,  a  total  of  $0,600. 

The  amount  of  the  net  income  in  each  bracket  will  be  as 
follows: 

16  per  cent  of  the  capital   $6,000 

In  excess  of  16  per-  cent  of  the  capital  and  not  in 
excess  of  20  per  cent  thereof   2,000 

In  excess  of  20  per  cent  of  the  capital  and  not  in 

excess  of  26  per  cent  thereof   2,000 

In  excess  of  25  per  cent  of  the  capital  and  not  in 

excess  of  33  per  cent,  thereof...   2,000 
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It  is  evident  that  the  total  deduction  of  $9,600  is  greater 
than  16  per  cent  of  the  ci^utal  and  so  is  not  fully  absorbed 
by  the  amount  of  net  income  not  in  exoess  of  15  per  cent 
of  the  capital.  In  such  case,  applying  article  17,  the  total 
deduction  of  $9,600  will  be  distributied  as  follows: 

$6,000  in  the  first  bracket,  leaving  nothing  to  be  taxed 

at  the  20  per  cent  rate. 
$2,000  in  the  second  Inraeket,  leaving  nothing  to  be 
taxed  at  the  25  per  cent  rate. 

$1,600,  the  balance  of  the  deduction,  to  be  allowed 
against  the  $2,000  of  inccnne  m  the  third  bracket. 

There  would  then  be  $400  of  income  left  in  the  third 
bracket  to  be  taxed  at  the  35  per  cent  rate,  and  $2,000  in 
the  fourth  bracket  to  be  taxed  at  the  46  p«r  o«it  rate. 
Hence,  the  total  excess-profits  tax  in  this  case  would  be 
$1,040. 

Art.  18.  Constructive  Capital  for  Applicatkm 
of  Rates.— Where  the  deduction  allowed  to^  a 
taxpayer  is  determined  under  article  24,  the  in- 
vested capital  for  the  purpose  of  applying  the 
rates  of  taxation  under  article  16  shall  be  demed 
to  be  an  amount  which  bears  the  same  ratio  to 
the  net  income  of  the  trade  or  business  for  the 
taxable  year  which  the  average  invested  capital 
for  the  corresponding  calendar  year  of  reppesen- 
tative  corporations,  paitneiahips,  and  individuals 
engaged  in  a  like  or  similar  trade  or  business  bears 
to  their  average  net  income. 

The  CommissiiMier  of  Internal  Revenue  in 
determining  for  any  calendar  year  the  ratio  which 
the  average  invested  ciqutaL  o£  represenUtive 
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corporations,  partuersJiips,  and  individuals  en- 
gaged in  any  particular  trade  or  business  bears 
to  thdr  average  net  income,  wUl  include  the  in- 
vested capital  and  net  income  of  r^resentative 
corporations  and  partnerships  for  fiscal  years  end- 
ing during  such  calendar  year. 

For  the  purpose  of  applying  this  article  in  the 
case  of  a  corporation  or  partnership  which  has 
fixed  its  own  fiscal  year,  the  ratio  determined 
for  the  calendar  year  ending  during  such  fiscal 
year  shall  be  used. 

Abt.  19.  Computation  of  tax  for  fiscal  year, 

part  of  which  falls  within  calendar  year  1916. — 
U  a  cofpocation  or  partnmhip  prior  to  March  1, 

1918,  makes  a  return  for  a  fiscal  year,  part  of 
which  falls  within  the  calendar  year  1916,  the 
tax  for  the  first  taxable  year  shall  be  that  propor- 
tion of  the  tax  computed  upon  the  net  income  for 
such  fiscal  year  which  the  number  of  months 
from  January  1,  1917,  to  the  &a.d  of  such  fiiscal 
year  bears  to  the  entire  number  of  months  in 
such  fiscal  year. 

Abt.  20.  Computation  of  tax.  for  period  of  less 
than  12  months. — If  a  corporation  or  partnership 
at  any  time,  either  because  it  has  just  designated 
a  fiscal  year  as  provided  in  sections  8  or  13  of 
the  act  of  September  8,  1916  (see  Income  Tax 
Regulations,  arts.  31  and  211),  or  for  any  other 
reason,  makes  a  return  for  a  period  ci  less  than 
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1st  months,  the  deducti<m  will  be  an  amount 

which  bears  the  same  ratio  to  the  deduction 
allowable  for  a  full  year  as  the  nnmbw  of  months 
in  such  period  bears  to  12  months. 

Computation  of  the  Deduction 

Abt.  21.  Tzade  or  business  having  invested 
capital.— The  deduction  used  in  computing  the 
rates  oi  tax  under  article  16  shall,  except  in  cases 
coming  within  the  conditions  specified  in  articles 
28  and  24,  be  as  follows: 

(a)  In  the  case  of  a  domestic  corpcMration  the 
sum  of  (1)  an  amount  equal  to  the  same  percentage 
of  the  invested  capital  for  the  taxable  year  which 
the  average  amount  of  the  annual  net  income 
of  the  trade  or  business  during  the  prewar  period 
was  of  the  invested  capital  for  the  prewar  period 
(except  that  7  per  cent  diidl  be  used  if  such 
pene&tage  was  less  than  7  per  cent,  and  9  per 
cent  shall  be  used  if  such  percentage  was  more 
than  9  par  cent,  and  8  per  c^t  shall  be  used  if 
the  corporation  was  not  in  existence  durmg  the 
whole  of  at  least  one  calendar  year  during  the 
prewar  period),  and  (2)  $3,000. 

(6)  In  the  case  of  a  domestic  partnership  or  of 
a  citizen  or  resident  of  the  United  States,  the 
sum  of  (1)  an  amoimt  equal  to  the  same  pcr- 
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centage  of  the  invested  capital  for  the  taxable 
year  which  the  average  amount  of  the  annual 
net  income  of  the  trade  or  business  during  the 
prewar  period  was  of  the  invested  capital  for  the 
prewar  period  (except  that  7  per  cent  shall  be 
used  if  such  percentage  was  less  than  7  per  cent, 
and  9  per  cent  shall  be  used  if  such  percentage 
was  more  than  9  per  cent,  and  8  per  cent  shall 
be  used  if  the  partnership  was  not  in  existence 
or  the  individual  was  not  engaged  in  the  trade 
or  business  during  the  whole  of  at  least  one 
calendar  year  during  the  prewar  period),  and 
(2)  $6,000. 

(c)  In  the  case  of  a  foreign  corporation  or  part- 
nership or  of  a  nonresid^t  alien  individual,  an 
amount  equal  to  the  same  percentage  of  the 
invested  capital  for  the  taxable  year  which  the 
average  amount  of  the  annual  net  income  of  the 
trade  or  business  during  the  prewar  period  was 
of  the  invested  capital  for  the  prewar  period 
(except  that  7  per  c^t  shall  be  used  if  such 
percentage  was  less  than  7  per  cent,  and  9  per 
cent  shall  be  used  if  such  percentage  was  more 
thim  9  per  cent;  and  S  per  cent  shall  be  used  if 
the  corporation  or  partnership  was  not  in  existence 
or  the  individual  was  not  engaged  in  the  trade 
or  business  during  the  whole  of  at  least  one 
calendar  year  during  the  prewar  period). 
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Art.  22.  Trade  or  business  reorganized  on  or 
after  January  2,  1913. — If  a  trade  or  business 
carried  on  by  a  corporation,  partnership  or  indivi- 
dual was  formerly  organized  or  reorganized  on  or 
after  January  2,  1913,  but  is  substantially  a 
continuation  of  a  trade  or  business  carried  on 
prior  to  that  date,  then  the  corporation  or  .part- 
nership shall  be  deemed  to  have  been  in  existence, 
or  the  individual  shall  be  deemed  to  have  been 
engaged  in  the  trade  or  business,  prior  to  that 
date,  and  for  the  purpose  of  computing  the  deduc- 
tion the  net  income  and  invested  capital  of  the 
predecessor  shall  be  deemed  to  have  been  the 
net  income  and  invested  capital  of  the  present 
ownw  lor  the  prewar  period. 

Art.  23.  When  income  for  prewar  period  can 
not  be  satisfactcMily  determined,  or  when  net  ior- 
come  was  low  during  prewar  period,  or  when 
there  was  no  net  ihccnne  during  prewar  period. — 

In  the  following  cases  the  deduction  shall  be 
determined  as  provided  in  this  article: 

(o)  If  the  Secretary  of  the  Treasury  is  unable 
satisfactorily  to  determine  the  average  amount 
of  annual  net  income  of  the  trade  or  business  for 
the  prewar  period ; 

(6)  If  the  Secretary  of  the  Treasury  upon  com- 
pkiint  finds  that  durmg  the  prewar  period  the 
percentage  of  the  net  income  to  the  invested 
capital  of  the  taxpayer  was  lower  by  one  per 
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cent  or  more  than  the  percentage  of  the  net 
income  to  the  invested  capital  of  representa- 
tive corporations,  partnerships  or  individuals 
engaged  in  a  like  or  similar  trade  or  business 
during  the  same  period. 

(<?)  If,  in  the  case  only  of  a  domestic  corporation 
or  partnership  which  was  in  existence  during  the 
prewar  period,  or  of  a  citizen  or  resident  of  the 
United  States  who  was  eoga^^ed  in  the  trade  or 
business  during  the  prewar  period,  the  Secretary 
of  the  Treasury  Jipon  complaint  finds  that  during 
the  prewar  period  there  was  no  net  income  from 
the  trade  or  business. 

In  such  cases  the  deduction  shall  be — 

(1)  An  amount  equal  to  the  same  percentage  of 
the  invested  capital  for  the  taxable  year  which 
the  average  deduction  (determined  in  the  same 
manner  as  piovided  in  article  21,  without  includ- 
ing the  $3,000  or  $6,000  therein  referred  to)  for 
such  year  of  r^resentative  corporations,  partner- 
ships, or  individuals  engaged  in  a  like  or  similar 
trade  or  business,  is  of  their  average  invested 
capital  for  such  year,  plus 

(2)  In  the  case  of  a  domestic  c<Mporation, 
$3,000,  and  in  the  case  of  a  domestic  partnership 
or  a  citizen  or  resident  of  the  United  States, 
$6,000. 

In  cases  arising  under  subdivision  (a)  or  (c)  of 
this  article  the  tax  shall  be  assessed  in  the  first 
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instance  upon  the  basis  of  a  deduction  computed 
by  the  use  <rf  7  per  eoA.  In  cases  arising  under 
subdivision  (jb)  the  tax  shall  be  assessed  in  the 
first  instance  upon  the  basis  of  a  deduction  de- 
termined as  provided  in  article  21. 

In  any  case  under  this  article  a  taxpayer  claim- 
ing the  benefit  of  this  provision  shall  at  the  time 
of  making  the  return  file  a  claim  for  abatement 
(Form  47)  of  the  amount  by  which  the  tax  so 
assessed  exceeds  a  tax  computed  updn  the  basis 
of  the  deduction  determmed  as  provided  in  this 
article.    In  cases  coming  withm  the  provisions 
of  this  article  payment  of  that  portion  of  the  tax 
covered  by  the  claim  for  abatement  will  not  be 
required  until  the  claim  is  dedded.   If,  howev«, 
in  the  judgment  of  the  Commissioner  of  Internal 
Revenue  the  interests  of  the  United  States  would 
be  jeopardized  thereby,  the  right  is  reserved  to 
require  the  claimant  to  give  a  b<md  of  such  amount 
and  with  such  sureties  as  the  commissioner  thinks 
wise  to  safeguard  such  interests.   The  bond  shall 
be  conditk>ned  for  the  payment  of  any  tax  found 
to  be  due  with  interest  thereon,  and  if  a  bond 
satisfactory  to  the  commissioner  is  not  given 
within  such  time  as  he  presoribes,  the  f uU  amount 
of  the  tax  assessed  wiU  become  immediately  due 
and  the  amount  overpaid,  if  any,  will  upon  final 
decision  of  the  application,  be  refunded  as  a  tax 
m>neous^  or  illegally  collected. 
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Art.  24.  When  invested  capital  can  not  be 
satisfactorily  determined. — If  the  Secretary  of 

the  Treasury  is  unable  satisfactorily  to  determine 
the  invested  capital,  the  deduction  shall  be  th^ 
sum  of — 

(1)  An  amount  equal  to  the  same  proportion  of 
the  net  income  of  the  trade  or  business  for  the 
taxable  year  as  the  average  deduction  (determined 
in  the  same  mamier  as  provided  in  article  21 
without  including  the  $3,000  or  $6,000  therein 
referred  to)  for  the  corresponding  calendar  year, 
of  representative  corporations,  partnerships,  and 
individuals  engaged  in  a  like  or  similar  trade  or 
business,  is  of  their  average  net  income,  plus 

(2)  In  the  case  of  a  domestic  corporation  $3,000, 
and  in  the  case  of  a  domestic  partnership  or  a 
citizen  or  resident  of  the  United  States,  $6,000. 

The  Commissioner  of  Internal  Revenue  in  de- 
termining for  any  calendar  year  the  proportion 
which  the  average  deduction  of  representative 
corporations,  partnerships,  and  individuals  en- 
gaged in  any  particular  trade  or  business  is  of 
their  average  net  income,  will  include  the  deduc- 
tions and  net  income  of  representative  corpora- 
tions and  partnerships  for  fiscal  years  ending 
during  such  calendar  year. 

For  the  purpose  of  iqjplying  this  article  in  the 
case  of  a  corporation  or  partnership  which  has 
fixed  its  own  fiscal  year,  the  proportion  deter- 
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mined  for  the  calendar  year  ending  during  such 

» 

fiscal  year  shall  be  used. 

In  every  case  of  a  trade  or  business  having  in- 
vested capital  a  return  shall  be  made  in  the  first 
instance  in  accordance  with  article  21  or  23,  but 
the  taxpayer  may  submit  therewith  a  statement 
of  reasons  why  in  his  opinion  the  tax  should  be 
assessed  in  accordance  with  this  article. 

■ 

Net  Income — General  Provisions 

Art.  25.  ^[emptions.— The  following  classes 

of  income  are  exempt  from  the  tax: 

(o)  Income  «cempt  from  taxation  under  sec- 
tion 4  of  the  act  of  September  8, 1916,  as  amended. 
(See  Income  Tax  Regulations,  art.  5.) 

(6)  Income  derived  from  the  bufflness  of  life, 
health,  and  accident  insurance  combined  in  one 
policy  issued  on  a  weekly  premium  payment  plan. 

(c)  Compensation  or  fees  received  by  officers 
and  employees  under  the  United  States  or  any 
State,  Territory,  or  the  District  of  Columbia  for 
their  services  as  sudi. 

Art.  26.  Net  income  of  foreign  corporations, 
partnerships,  and  nonresident  alien  individuals. 
— In  the  case  of  a  foreign  corporation  or  partner- 
ship  or  a  nonresident  alien  mdividual  the  net  in- 
come shall  be  the  net  income  from  sources  within 
the  United  States. 
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Abt.  27.  Dividends  recrtved  from  a  foreigii 

corporation  which  is  subject  to  Federal  income 
tax. — ^In  the  case  <^  income  derived  by  a  corpOfa- 
tion  or  partnership  from  dividends  upon  the  stock 
of  a  foreign  cCNrp<Hration,  part  of  whose  net  income 
is  subject  to  the  income  tax,  there  shall  be  de- 
ducted only  that  proportion  of  the  dividends  re- 
ceived upon  such  stock  which  the  net  income  of 
such  foreign  corporation  frmn  sources  within  the 
United  States  is  of  its  entire  net  income. 

Where  dividends  upon  the  stock  of  a  foreign 
corporation  are  received  by  an  individuali  as  a 
part  of  his  income  from  trade  or  business,  there 
shall  be  included  in  the  net  income  that  pro- 
portion of  the  dividends  received  upon  such  stock 
which  the  net  income  of  such  corporation  from 
sources  outside  the  United  States  is  of  its  entire 
net  income. 

Net  Income — Corporations 

Abt.  28.  Taxable  year. — ^The  net  income  of  a 
corporation  for  the  taxable  year  shall  be  deter- 
minedby  adding  (1)  the  amountof  net  income  ascer- 
tained and  returned  for  income  tax  purposes  for 
such  taxable  year  as  provided  in  Title  I  of  the 
act  of  September  8,  1916,  as  amended,  and  (2) 
the  amount,  if  any,  reodved  as  int«^  on  bonds 
or  other  obligations  of  the  United  States,  issued 
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after  September  24,  1917  (other  than  the  interest 
received  <m  an  amount  of  such  bonds  or  obliga- 
tions the  aggregate  principal  of  which  does  not 
exceed  $5,000),  and  deducting  from  tiie  total  so 
obtained  the  amounts  received  during  the  taxable 
year  as  dividends  upcm  the  stock  or  from  the  net 
earnings  of  other  corporations,  joint-stock  com- 
panies assodaticnis,  ar  insurance  companies, 
subject  to  the  income  tax  imposed  by  Title  I  of 
such  act  of  S^temb^  8,  1916,  as  amended, 
except  as  otherwise  provided  in  article  27. 

Abt.  «9.  Prewar  period.— The  net  income  of  a 
corporation  for  the  prewar  period  shall  be  com- 
puted as  follows: 

(a)  For  the  calendar  year  1011  by  adding  (1) 

the  amount  of  net  income  shown  in  item  9  of  the 
return  made  under  secticm  88  of  the  act  of  August 
5,  1909,  for  the  calendar  year  1911,  and  (2)  the 
amount  of  taxes  paid  to  the  United  States  wUhm 

the  calendar  year  1911  under  section  38  of  such 

(6)  For  the  calendar  year  1912  by  adding  (1) 
the  amount  of  net  income  shown  in  item  9  of  the 
return  made  under  section  38  of  the  act  of  August 
5,  1909,  for  the  calendar  year  1912,  and  (2)  the 
amount  of  taxes  paid  to.  the  United  States  vntkin 
the  calendar  year  1912  under  section  38  of  such 
act;  and 

(c)  For  the  calendar  year  1913  by  adding  (1) 


the  amount  of  the  entire  net  income  shown  in 
item  8  of  the  return  made  under  Section  II  of  the 
act  of  October  3,  1913,  for  the  calendar  year  1913, 
and  (2)  the  amount  of  taxes  paid  tvithin  the  calen- 
dar year  1913  under  section  38  of  the  act  of  August 
5, 1909,  and  Section  II  or  IV  of  the  act  of  October 
3,  1913,  and  deducting  from  the  total  so  obtained 
the  amounts  received  during  the  calendar  year 
1913  as  dividends  upon  the  stock  or  from  the  net 
earnings  of  other  corporations,  joint-stock  com- 
panies or  associations,  or  insurance  companies, 
subject  to  the  income  tax  imposed  by  Section  II 
of  the  act  of  October  3,  1918. 

Net  Income — Pajluerships 

Art.  80.  Taxable  year.— The  net  income  of  a 
partnership  for  the  taxable  year  shall  be  de- 
termined by  adding  the  amount  of  its  entire  net 
income  (or  in  the  case  of  a  fordgn  partnership, 
its  entire  net  income  from  sources  within  the 
United  States)  ascertained  upon  the  same  basis 
and  in  the  same  manner  as  provided  with  respect 
to  individuals  for  income-tax  purposes  by  Title  I 
of  the  act  of  September  8,  1916,  as  amended  (see 
Income  Tax  Regulations,  art.  30),  mcludmg  the 
amounts,  if  any,  received  during  the  year  as  inter- 
est on  bonds  or  other  obligations  of  the  United 
States  issued  after  September  24, 1917  (other  than 
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the  interest  on  an  amount  of  such  bonds  or 
obhgations,  the  aggregate  principal  of  which  does 
not  exceed  $5,000),  and  deducting  therefrom — 

(1)  The  amounts  received  during  the  taxable 
year  as  dividends  upon  the  stock  or  from  the  net 
earnings  of  corporations,  joint-stock  companies 
or  associations,  or  insurance  companies,  subject 
to  the  income  tax  imposed  by  Title  I  of  the  act 
of  September  8, 1916,  as  amended,  except  as  other- 
wise provided  in  article  27;  and 

(2)  The  deductions,  if  any,  for  salaries  or  inter- 
est allowed  by  articles  82  and  88,  if  such  deduc- 
tions have  not  already  been  made. 

AsT.  31.  Prewar  period —The  net  income  of  a 
partnership  for  each  of  the  calendar  years  1911, 
1912,  and  1913  shall  be  determined  in  the  same 

manner  as  the  net  income  for  the  taxable  year, 
exc^t  that  dividends  upon  the  stock  or  from 
the  net  earnings  of  corporations,  joint-stock  com- 
panies or  associations,  or  insurance  companies, 
subject  to  the  tax  imposed  by  section  38  of  the 
act  of  August  6,  1909,  or  by  Section  II  of  the  act 
of  October  3,  1913,  shall  be  deducted.  (See 
art.  30.) 

Abt.  32.  J^eductions  allowed  ior  salaries  paid 

to  partners. — In  computing  net  income  for  pur- 
poses of  the  excess  profits  tax  a  partnership  will 
be  allowed  to  deduct  as  an  expense  reasonable 
salaries  or  ocnupeosation  paid  to  individual  part 
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ners  for  personal  services  actually  rendered  dur- 
ing the  taxable  year»  if  the  payments  are  made  in 
accordance  with  prior  agreements  and  are  prop- 
erly recorded  on  the  books  of  the  partnership. 
In  no  case  shall  the  salaries  or  compensation  so 
deducted  be  in  excess  of  the  salaries  or  compensa- 
tion customarily  paid  for  similar  services  under 
like  responsibilities  by  corporations  engaged  in 
like  or  similar  trades  or  businesses. 

With  respect  to  any  period  prior  to  March  1, 
1918,  regardless  of  whether  a  previous  agreement 
has  been  made  as  to  salaries  or  compensation,  a 
similar  deduction  will  be  allowed  for  services 
actually  rendered. 

In  the  case  ol  a  foreign  partnership  the  deduc- 
tion shall  be  limited  to  those  portions  of  salaries 
or  compensatkm  which  are  paid  for  services  ren- 
dered with  respect  to  trade  or  business  carried  on 
in  the  United  States. 

A  partner  in  his  individual  capacity  is,  however, 
subject  to  the  excess  i»ofits  tax,  if  any,  at  the  8 
per  cent  rate  under  article  15  with  respect  to  any 
salary  or  compensation  from  the  partnership  for 
personal  services  (including  any  amounts  allowed 
to  the  partnership  as  a  deduction  on  his  aoeount 
for  the  period  prior  to  March  1, 1918). 

Art.  33.  Deductions  allowed  for  interest  on 
bona  fide  loans  by  partners. — ^In  cinnpulang  net 
income  for  purposes  of  the  excess  profits  tax  a 
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partnership  will  be  allowed  to  deduct  amounts 
paid  during  the  year  to  an  individual  partner  as 
interest  upon  any  bona  hde  loan,  but  no  deduction 
for  so-called  interest  upon  capital  will  be  allowed. 

Art.  34.  If  deduction  is  made  under  article 
32  or  33,  correspmiding  deduction  most  also  be 

made  for  prewar  period. — If,  in  computmg  net 
income  for  purposes  of  the  excess  profits  tax,  a 
partnership  makes  a  deduction  as  allowed  by 
article  82  for  salaries  paid  to  partners  during 
the  taxable  year,  it  must  also  in  computing  net 
income  for  the  prewar  period  make  a  correspond- 
ing deduction;  and  if  it  makes  such  a  deduction 
as  allowed  by  article  88  for  interest  paid  to  part- 
ners, it  must  also  in  computing,  net  income  for  the 
prewar  period  make  a  oorre^nding  deduction 
for  any  such  interest  actually  paid  during  that 
period. 

.Net  Income — ^Individuals 

Abt.  85.  Detefminatkm  of  net  inoome  where 
there  is  no  invested  capital  or  only  nominal 
capitaL— The  net  mcome  which  is  derived  from 
a  trade  or  business  having  no  invested  capital  or 

not  more  than  a  nominal  capital,  including, 
salaries,  wages,  fees  or  other  comp^isations  (con- 
stituting net  income  of  class  A  as  defined  in 
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art.  14)  shall  be  detenuiued  lor  the  tsu^ble  year 
by  adding  the  total  net  income  from  all  such 
sources  (or  in  the  case  oi  a  nonresident  alien 
individual  the  total  net  income  from  all  such 
sources  within  the  United  States)  as  reported 
for  income  tax  purposes  for  the  same  year. 

Art.  36.  Determination  of  net  income  for  tax- 
able year  when  there  is  invested  capital. — ^The 
net  income  which  is  derived  from  a  trade  or 
business  having  invested  capital  (constituting  net 
income  of  class  B,  as  defined  in  art.  14)  shall  be 
determined  for  the  taxable  year  by  adding  the 
total  net  income  from  such  sources  (or  in  the 
case  of  a  nonresident  alien  individual  the  total 
net  income  from  such  sources  within  the  United 
States)  as  reported  for  income  tax  purposes  for 
the  same  year  and  deducting  therefrom  the  deduc- 
tion, if  any,  for  salary  allowed  by  article  39,  if 
such  deduction  has  not  already  been  made. 

There  shall  be  excluded  the  amounts  received 
during  the  year  upon  the  stock  or  from  the  net 
earnings  of  corporations,  joint-stock  companies 
or  associations,  or  insurance  companies,  subject 
to  the  income  tax  imposed  by  Title  I  of  the  act 
of  September  8,  1916,  as  amended. 

In  the  case,  however,  of  an  individual  dealing 
in  securities  or  otherwise  using  securities  in  trade 
or  business  there  shall  be  included  ( 1)  the  amount, 
if  iemy ,  recdved  as  interest  on  bondis  or  obligations 
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of  the  United  States,  issued  after  September  i84, 
1917  (other  than  the  interest  received  on  an 
amount  of  such  bonds  or  obligations  the  aggre- 
gate principal  of  which  does  not  exceed  $5,000), 
and  (S)  such  proportion  of  dividends  received 
upon  the  stock  of  foreign  corporations  as  is  re- 
quked  to  be  included  by  article  27. 

Illustration. — ^An  individual  owns  a  farm  representing 
an  invested  capital  of  $25,000,  a  country  store  with  an 
invested  capital  of  $6,000,  and  a  jQour  mill  with  an  invested 
capital  of  $10,000.  His  net  income  from  the  farm  is 
$4,000,  from  the  store  $3,000,  and  from  the  mill  $3,000. 
Thus  his  total  net  income  of  class  B  is  $10,000.  His  total 
invested  capital  is  $41,000.  Assuming  that  his  deduction 
is  at  the  rate  of  8  per  cent,  his  total  deduction  will  be 
$3,280  plus  $6,000,  or  $9,280,  to  be  applied  against  his  net 
income  of  $10,000  in  computing  the  tax  at  the  graduated 
rates  under  articles  16  and  17.  ' 

The  same  individual  allows  hiinself  a  salary  of  $1,000 
for  working  the  farm  and  $900  for  running  the  store,  draws 
a  salary  of  $1,200  as  president  of  the  local  bank,  and 
receives  $2d0  in  compensation  for  personal  services  of 
^^ous  kinds,  such  as  road  work,  helping  neighbors  in 
harvest,  etc.  He  also  receives  $300  in  dividends  on  an 
investment  in  certain  stocks  and  $100  as  supervisor's  fees. 
The  last  item— that  is,  mxpeamaot'B  fees— is  CTempt  und«r 
the  law  (sec.  201,  subdivision  a).  The  $300  m  dividends 
is  not  taxable,  inasmuch  as  it  is  derived  from  a  mere  invest- 
ment not  connected  with  his  trade  or  business.  His  net 
income  of  class  A  will  therefore  consist  of  his  salaries  and 
his  compensation  for  personal  services,  a  total  of  $3,350. 
Since  he  is  entitled  to  a  deduction  of  $6,000  as  to  this  class 
of  income,  he  will  have  no  tax  to  pay  at  the  8  per  cent  rate 
under  artide  15. 
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Art.  37.  Deduction  of  contributions  for  reli- 
gious, charitable,  etc.,  purposes. — Contributions  or 
gifts  for  religious,  charitable,  etc.,  purposes  al- 
lowed as  a  deduction  for  purposes  of  the  income 
tax  under  paragraph  "Ninth"  of  subdivision  (a) 
of  section  5  of  the  act  of  September  8,  1916,  as 
amended,  may,  subject  to  the  limitations  therein 
contained,  be  deducted  in  computing  the  net 
income  of  the  trade  or  business  for  purposes  of 
the  excess  profits  tax  only  when  it  is  shown  to 
the  satisfaction  of  the  Ck»mmissioner  of  Internal 
Revenue  that  such  contributions  or  gifts  are  made 
by  the  trade  or  business  and  not  by  the  mdividual 
in  his  personal  capacity. 

Art.  38.  Determination  of  net  income  for  the 
prewar  period  where  there  is  invested  ci^ital. — 
The  net  income  which  is  derived  from  a  trade  or 
business  having  invested  capital  (constituting  net 
income  of  class  B  as  defined  in  article  14)  shall 
be  determined  for  each  of  the  calendar  years  1911, 
1912,  and  1913  upon  the  same  basis  and  in  the 
same  manner  as  provided  in  article  36. 

Art.  39.  Deduction  allowed  for  salary  to  him- 
self.— An  individual  carrying  on  a  trade  or  husar 
ness  having  an  invested  capital  may  in  computing 
the  net  income  of  the  trade  or  business  for  pur- 
poses of  the  excess  profits  tax  deduct  a  reasonable 
amount  designated  by  him  as  salary  or  com- 
pensation for  personal  service  actually  rendered 
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by  him  in  the  conduct  of  such  trade  or  business. 
In  no  case  shall  the  amount  so  designated  be  m 
excess  of  the  salaries  or  compensation  customarily 
paid  for  similar  service  under  like  responsibilities 
by  corporations  or  partnerships  engaged  in  like  or 
similar  trades  or  businesses. 

In  the  case  of  a  nonresident  alien  individual, 
the  amount  deducted  shall  be  limited  to  that 
portion  of  the  salary  or  compensation  which  is 
for  service  rendered  with  respect  to  trade  or 
business  carried  on  in  the  United  States. 

The  amount  so  designated  shall,  however,  be 
included  in  computing  his  net  income  of  class  A 
under  article  35;  and  the  balance  of  the  income 
from  his  trade  or  business  ahaU  be  inchided  in 
computing  his  net  income  of  class  B  under 
article  36. 

Illustration.— An  individual  owns  and  runs  a  ne?ra- 
paper  havmg  an  invested  capital  of  $50,000.  The  net 
income  from  the  newspaper,  without  making  any  allow- 
ance for  the  salary  of  the  owner,  is  $20,000,  and,  as  income 
of  class  B,  is  subject  to  the  graduated  rates  presCTibed  m 
article  16.  His  deduction,  as  provided  for  in  subdivision 
(6)  of  article  21,  would  be  (9  per  etsak  of  his  capital) 

plus  $6,000,  a  total  of  $10,500.  H,  however,  he  allows 
himself  a  salary  of  $3,000,  the  net  income  from  the  news- 
paper will  be  $17,000,  and  the  deduction  of  $10,600  will  be- 
applied  against  that  amount. 

His  salary  of  $3,000  must  be  included  in  his  return  as 
income  of  class  A,  which  is  subject  to  the  8  per  cent  rate 
under  arade  15.  If  it  constitutes  his  only  income  of 
that  class  he  will  pay  no  tax  thereon,  maamuch  as  it  is  leas 
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than  the  deduction  of  16,000  to  which  he  is  ratitted  as  to 
that  class  of  income.  But  if,  for  example,  he  receives  in 
addition  a  salary  of  $4,000  as  president  of  the  local  bank, 
his  total  net  income  of  claee  A  will  be  $7,000,  and  he  will 
be  required  to  pay  a  tax  of  8  per  cent  on  $1,000  th^«of,  or 
$80. 

Art.  40.  If  deduction  is  made  under  article 

39  corresponding  deduction  must  also  be  made 
for  prewar  period. — ^If,  m  computing  net  income 

for  purposes  of  the  excess  profits  tax,  an  individual 
deducts  a  reasonable  amount  deagnated  as  salary 
or  compensation  for  personal  services  rendered 
by  himself,  as  allowed  by  article  39,  he  must  also 
in  computing  net  income  for  the  prewar  period, 
make  a  corresponding  deduction. 

Art.  41.  Individual  member  of  partnership. — 
Inasmuch  as  a  partner  in  his  individual  capacity 
is  not  considered  to  be  engaged  in  trade  or  busi- 
ness with  respect  to  his  share  in  the  profits  of  the 
partnership,  he  is  not  subject  to  excess  profits 
tax  thereon.  Consequently,  in  computii^^  his 
net  income  for  purposes  of  the  excess  profits  tax 
he  need  not  include  his  ^lare  of  the  partnership 
profits. 

He  shall,  however,  in  computing  his  net  income 
of  class  A  under  article  35,  include  any  salary  or 
compensation  from  the  partnership  for  personal 
services  (including  any  amount  allowed  to  the 
partnership  as  a  deduction  on  his  account  for 
the  period  prior  to  March  1,  1918,  in  accordance 
with  article  32). 
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Invested  Capital — General  Provisions 

Abt.  42.  Allowance  for  de^detion,  depreciation, 

and  obsolescence  in  computation  of  invested 
cafdtaL— The  t&aa  "invested  ci^ital"  as  used 
in  the  excess  profits  tax  law  means  the  invested 
capital  of  the  present  own^.   The  basis,  or 
starting  point,  in  the  computation  of  invested 
capital  is  found  in  the  amount  of  cash  and  other 
property  paid  in,  the  original  values  of  such 
other  prop^y  being  determined  in  accordance 
with  the  rules  laid  down  in  these  regulations. 
But  the  computation  does  not  stop  with  such 
original  entries  or  amounts;  it  must  take  prop- 
erly into  account  the  surplus  and  undivided 
profits.    In  the  computation  of  surplus  and  un- 
divided profits,  however,  full  reaction  must 
first  be  given  to  ezp^ises  incurred  and  losses 
sustained  from  the  original  organization  of  the 
business  concern  down  to  the  taxable  year, 
including  among  such  expenses  and  losses  a 
reasonable  allowance  for  depletion,  depreciation, 
or  obsolescence  of  property  originally  acquired  tot 
cash  or  for  stock  or  shares  or  in  any  other  manner. 
If  value  appreciation  of  a  kind  not  subject  to 
income  tax  (other  than  that  allowed  under 
article  55)  has  been  taken  up  in  the  accounts,  a 
deduction  must  be  made  in  respect  of  such 
appreciation  so  taken  up.   In  the  computation 
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of  the  invested  capital  for  any  year  full  effect 
must  also  be  given  to  any  liquidation  of  the 
original  capital. 

Abt.  43.  How  to  ascertain  average  invested 

capital  for  the  year,  averaged  monthly. — The 
invested  capital  for  any  prewar  or  taxable  year 
(or  where  the  tax  is  computed  upon  the  basis  of 
a  period  less  tlian  a  year,  for  sofh.  period)  is 
the  average  invested  capital  for  the  year  or  period 
averaged  monthly,  according  to  the  following 
rules : 

(a)  Add  the  capital  for  each  of  the  several 
months  during  which  no  change  occurs,  and  the 
average  capital  (ascertained  as  provided  in  sub- 
division (b)  of  this  article)  for  each  month  in 
which  a  change  occurs  and  divide  the  total  by 
the  number  of  months  in  the  year  or  period. 

(6)  To  ascertain  the  capital  for  any  month  in 

which  a  change  occurs  multiply  the  capital  as  of 
the  first  day  oi  the  month  by  the  number  of  days 
it  remains  constant  and  the  capital  after  each 
change  by  the  number  <^  days  (including  the 
day  on  which  the  change  occurs)  during  which 
it  remains  constant,  add  the  products,  and  divide 
the  sum  by  the  number  of  days  in  the  month. 

Abt.  44.  Items  not  allowed  to  be  included  in 

invested  capital. — The  second  paragraph  of  sec- 
tion 207  of  the  excess  profits  law  specifies  oortain 
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items  which  may  not  be  included  in  invested 
capital,  namely: 

(a)  Stocks,  bonds  (other  than  obHgations  of  the 
United  States),  or  other  assets,  the  income  from 

which  is  not  subject  to  the  excess  profits  tax;  and 

(b)  Money  or  other  property  borrowed. 

The  t^rm  *'nion^  at  other  property  borrowed  " 

as  used  in  section  207  and  these  regulations  in- 
cludes not  cmly  cash  or  other  borrowed  property 
which  can  be  identified  as  such,  but  current 
liabilities  and  temporary  indebtedness  of  all 
kinds,  and  any  permanent  indebtedness  upon 
which  the  taxpayer  is  ^titled  to  an  intoest 
deduction  in  computing  net  income.  A  corpora- 
tion which  UDd&  the  income-tax  law  is  allowed 
to  deduct  only  a  part  of  the  entire  interest  paid 
upon  its  indebtedness,  may  include  in  its  invested 
capital  such  a  proportion  of  its  permanent  in- 
debtedness as  the  amount  of  interest  upon  such 
indebtedness  which  the  corporation  is  not  allowed 
to  deduct  is  of  the  total  amount  of  interest  paid 
upon  sud^  indebtedness  during  the  taxable  year. 

Art.  45.  When  income  from  tax-free  securities 
consists  partly  of  trading  profits  and  partly  of 
interest,  dividends,  etc. — ^Whenever  income  con- 
sists partly  of  gains  or  profits  subject  to  the  excess 
profits  tax  arising  from  trading  in  stocks,  bonds, 
etc.,  the  dividends  or  interest  on  which  are  not 
subject  to  such  tax,  and  partly  of  such  dividends 
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or  interest,  then,  subject  to  the  limitations  as  to 
borrowed  money,  there  shall  be  included  in  the 
invested  capital  an  amount  which  bears  the  same 
ratio  to  the  total  amount  invested  in  such  stocks 
or  bonds  as  the  amount  of  such  gains  or  profits 
bears  to  the  total  amount  of  such  income. 

Abt.  46.  Treatment  of  stock  ef  foreign  corpora- 
tions when  held  by  domestic  corporations  or 
partnerships  or  liy  citizens  or  residents  of  the 

United  States. — In  the  case  of  domestic  corpora- 
tions or  partnersh^  and  of  citizens  or  residents 

of  the  United  States  holding  stock  in  a  foreign 
corporation  part  of  whose  net  income  is  subject  to 
the  income  tax,  there  shall  be  included  in  invested 
capital  such  proportion  <^  the  vidue  of  the  stock 
in  such  foreign  corporation  as  the  net  income  of 
such  fordgn  corporati<m  from  sources  outside 
the  United  States  is  of  its  entire  net  income. 

Abt.  47.  Construction  of  terms  "tangible  pn^ 

erty"  and  "intangible  property." — The  term 
"other  intangible  property"  as  used  in  section 
207  will  be  construed  to  mean  property  of  a  charac- 
ter similar  to  good  will,  trade-marks,  and  the  other 
specific  kinds  ci  property  enumerated  in  the 
same  clause.  With  respect  to  property  not 
clearly  of  such  a  character,  rulings  will  be  issued 
as  occasion  may  demand  to  indicate  whether  it 
shall  be  regarded  as  tangible  or  intangible. 
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The  following  classes  of  property,  when  paid 

•  in  for  stock  or  shares  in  a  corporation  or  partner- 
ship, win  be  regarded  as  tangible  property  so 

|i  paid  in: 

•  (a)  Stocks. 

•  (b)  Bonds. 

(c)  Bills  and  accounts  receivable. 

(d)  Notes  and  other  evidences  of  indebtedness. 

(e)  Leaseholds. 

But  when  a  corporation  pays  for  intangible 
property  by  the  issuance  of  its  own  stock  or 
bonds,  this  will  not  be  regarded  as  being  a  pay- 
ment bona  fide  made  in  cash  or  tangible  prop- 
erty within  the  meaning  of  section  207. 

Abt.  48.  Invested  capital  of  foreign  corp(»m> 

tions  or  partnerships  or  nonresident  alien  individ- 
uals.— ^When  used  with  reference  to  a  foreign 
corporation  or  partnership  or  a  nonresident  alien 

\  individual,  the  term  ''invested  capital"  means 

that  proportion  of  the  entire  invested  capital 
as  defined  and  limited  by  these  regulations  which 
the  net  income  from  sources  within  the  United 

'  ^  States  is  of  the  entire  net  income. 

Abt.  49.  Reorg^uiization  on  or  after  January  2, 
1913. — trade  or  business  carried  on  by  a  cor- 
poration, partnership,  or  individual,  which  has 

been  formerly  organized  or  reorganized  on  or 
after  January  2,  191S,  but  which  is  substantially 
a  continuation  of  a  trade  or  business  carried  on 
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prior  to  that  date,  shall,  for  the  purposes  of  the 
excess  profits  tax,  be  deemed  to  have  been  in 
existence  prior  to  that  date  and  the  invested 
capital  of  its  predecessor  prior  to  that  date  shaU 
be  deemed  to  have  been  its  invested  capital. 
This  article  relates  to  the  prewar  period  and  does 
not  apply  to  the  invested  capital  for  the  taxable 
year. 

Art.  50.  Reoirganization  after  March  3, 1917. — 

In  case  of  the  reorganization,  consolidation,  or 
change  of  ownership  of  a  trade  or  business  af t^ 
March  3,  1917,  if  an  interest  or  control  in  such 
trade  or  business  of  50  per  cent  or  more  remains 
in  control  of  the  same  persons,  corporations, 
associations,  partnerships,  or  any  of  them,  then 
in  ascertaining  the  invested  capital  of  the  trade 
or  business  no  asset  transferred  or  received  from 
liie  prior  trade  or  business  shall  be  allowed  a 
greater  value  than  would  have  been  allowed 
under  these  regulations  in  computing  the  invested 
capital  of  such  prior  trade  or  business  if  such 
asset  had  not  been  so  transferred  or  received, 
unless  such  asset  was  paid  for  specifically  as  suck, 
in  cash  or  tangible  property,  and  then  not  to 
exceed  the  actual  cash  or  actual  cash  value  of  the 
tangible  property  paid  therefor  at  the  time  of 
such  payment. 

Abt.  51.  luYested  capital  for  prewar  period.— 

The  invested  capital  for  the  prewar  period  shall, 
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in  general,  be  detennined  in  the  same  manner 
as  for  the  taxable  year,  except  that  the  valuation 
as  of  January  1,  1914,  shall  not  apply  to  tangible 
property  paid  in  for  stock  or  shares. 

Art.  52.  Scope  of  section  210. — Section  210 
provides  for  esceptioiial  cases  in  which  the  in- 
vested capital  can  not  be  satisfactorily  deter- 
mined. In  such  cases  the  taxpayer  may  submit 
to  the  Commissioner  of  Internal  Revenue  evi- 
dence in  support  of  a  claim  Uxt  assessment  under 
the  provisions  of  section  210.  (See  articles  18 
and  24.)  Such  exceptional  cases  may  consist, 
among  others,  of  the  following: 

(1)  Where,  through  defective  accounting  or  the 
lack  of  adequate  data,  it  is  impossible  accurately 
to  compute  invested  capital. 

(2)  Where  upon  application  by  a  foreign  taxpayer 
theSecretary  of  the  Treasuiy  finds  that  the  e]Q>^ise 
of  securing  the  data  necessary  for  the  computation 
of  the  mvested  capital  would  be  unreasonable  in 
view  of  the  amount  of  tax  involved,  or  that  it  is 
impracticable  to  determine  either  the  * 'entire  in- 
vested capital"  or  the  "entire  net  income." 

(3)  Long-established  business  ocmcems  which 
by  reason  of  ultra-conservative  accounting  or  the 
form  and  mannw  of  their  (ffganization  would, 
through  the  operation  of  section  207,  be  placed 
at  a  sorious  disadvantage  in  competing  with 
representative  concerns  in  a  like  or  similar  trade 
or  business. 


(4)  Where  the  invested  capital  is  seriously  dis- 
proportionate to  the  taxable  income.  Such  cases 
may  arise  through: 

(a)  The  realization  in  one  year  of  the  earn- 
ings of  capital  unproductively  invested  through 
a  period  of  years  or  of  the  fruits  of  activities  ante- 
dating the  taxable  year;  or, 

(6)  InabiUty  to  recognize  or  properly  allow  for 
anuHTtization,  obsolescence,  or  exceptional  de- 
preciation due  to  the  present  war,  or  to  the  neces- 
sity in  connection  with  the  present  war  of  pro- 
viding plant  which  will  not  be  wanted  for  the 
purposes  of  the  trade  or  business  after  the  ter- 
mination of  the  war. 

Invested  Capital — Corporations 
and  Partnerships 

Art.  53.  Rule  for  computing  invested  capital. — 
In  computing  invested  capital,  evCTy  corporation 
or  partnership  paying  taxes  at  the  graduated 
rates  prescribed  in  section  201  (see  art.  16), 
shall  add  together  its  paid  in  capital  and  its  paid 
in  or  earned  surplus  and  undivided  profits  (under 
whatever  name  the  same  may  be  called)  as  shown 
by  its  books  at  the  beginning  of  the  taxable  year. 
The  total  thus  obtained  shall  be  adjusted  for 
any  asset  or  item  which  it  covers  that  is  not 
carried  on  the  books  at  the  valuation  prescribed 
by  hiw  or  by  these  reguhitions.   When  necessary, 
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adjustm^t  (addition  or  subtraction)  shall  be 

made  in  respect  of  the  following: 

Adjustments 

1.  Stock  or  shares  issued  in  the  purchase  of 
intangible  property  prior  to  March  3,  1917, 
which  can  not  be  included  in  an  amount  exceed- 
ing (a)  20  per  cent  of  the  par  value  of  the  total 
stock  or  shares  outstanding  on  that  date,  (6)  the 
actual  value  of  such  intangible  property  at  the 
date  acquired,  or  (c)  the  par  value  of  the  stock 
or  shares  issued  in  payment  therefor,  whichever 
is  the  lowest.    (See  arts.  57  and  58.) 

2.  Stock  or  shares  issued  for  a  mixed  aggregate 
of  tangible  property,  pat^ts  and  copyrights, 
and  good  will  or  other  intangible  property. 
(See  art.  59.) 

« 

3.  Stock  or  shares  issued  for  patents  and 
copyrights,  valued  at  (a)  their  actual  cash  value 
at  the  time  of  payment,  or  (6)  the  par  value  of 
the  stock  or  shares  issued  therdtor,  whichever  is 

lower.  (See  art.  56.) 

4.  Stock  or  shares  issued  for  tangible  property 
prior  to  January  1,  1914,  valued  at  (a)  the  actual 
cash  value  id  such  property  on  January  1,  1914, 
or  (b)  the  par  value  of  the  stock,  whichever  is 
lower.   (See  art.  55,) 
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5.  Stock  cnrigiiiaUy  issued  for  prc^rty  and 
subsequently  returned  to  the  corporation  as  a 
gift,  etc.    (See  art.  54.) 

6.  Add  any  proportion  of  its  permanent  in- 
debtedness which  may  be  included  under  article 
44. 

7.  Add  value  of  tangible  property  paid  in  for 
stock  or  shares  in  excess  of  the  par  value  of  such 
shares,  when  authorized  by  article  68. 

8.  Add  amounts  expended  in  the  past  for 
(o)  the  acquisition  of  tangible  property  or  (6) 
gpecifically  for  good  will  and  other  similar  in- 
tangible property,  when  authorized  by  article  64. 

9.  For  the  valuation  ol  assets  acquired  in 
reorganizations,  etc.,  (a)  effected  after  March  3, 
1917,  see  wtide  50;  (6)  as  to  the  prewar  period, 
see  articles  49  and  51. 

10.  Deduct  amounts  representing  appreciation 
excluded  by  article  42. 

11.  Make  any  additional  deductions  required 
by  reason  of  insuffici^t  allowances  in  the 
accounts  of  the  taxpayer  for  depletion,  deprecia- 
ti<m,  and  obsoleecenoe.   (See  art.  42.) 

Whenever  any  corrections  are  made  in  respect 
of  the  capital  stock  and  surphis,  correspondmg 
corrections  must  be  made  in  the  respective  asset 
items  in  the  balance  sheet  of  the  taxpayer. 

After  makmg  any  adjustments  required  under 
paragraphs  1  to  11  above,  the  adjusted  total  of 


the  capital  and  surplus  account  wiU  represent 
the  invested  c<4>ital  at  the  beginning  of  the  tax- 
able year,  except  that  in  any  case  where  the 
admissible  assets  (and  these  include  all  assets 
when  valued  in  accordance  with  these  regulations, 
except  stocks,  bcmds — other  than  obligations  of 
the  United  States — the  income  of  which  is  not 
subject  to  »cess-pr(^ts  tax)  are  less  than  the 
amount  of  such  adjusted  total,  then  the  invested 
capital  must  be  further  reduced  to  an  amount 
equal  to  the  sum  of  the  admissible  assets.  Tax- 
free  securities  and  stock  in  fordign  corporati<ms 
may  be  included  as  admissible  assets  to  the  exient 
authorised  in  articles  45  and  46. 

If  there  has  been  any  change  made  during  the 

taxable  year  in  the  amount  of  the  invested 
capital,  the  monthly  average  shall  be  taken  (see 
art.  43),  but  in  no  case  may  the  invested  capital 
include  any  surplus  ot  undivided  profits  earned 

during  the  taxable  year. 

With  respect  to  the  taxable  year  1917,  every 
such  corporation  and  partnership  will  be  required 
to  submit  a  balance  sheet  as  at  the  first  day  of  the 
taxable  year  and  also  a  balance  sheet  as  at  the 
close  of  the  taxable  year.  Thereafter  every  such 
corporation  and  partnership  will  be  requited  to 
submit  a  balance  sheet  as  at  the  close  each 
taxable  year.  Balance  sheets  should  be  made 
in  accordance  with  the  books  of  the  taj^ayer 


and  changes  in  reflect  at  any  items  therdn  made 
pursuant  to  these  regulations  should  be  explained 
in  a  separate  statement  attached  to  the  balance 
sheet  to  which  it  relates. 

Art.  54.  Stock  returned  to  corporation.— For 
the  purpose  of  computing  invested  capital,  in 
cases  where  the  stock  of  a  COTporation  is  issued 
or  exchanged  for  property  (tangible  or  intangible), 
the  following  rule  will  apply: 

When  any  of  such  stock  is  returned  to  the 
corporation  as  a  gift  or  for  a  omsideration  sub- 
stantially less  than  its  par  value,  the  stock  so 
returned  shall  not  be  treated  as  a  part  of  the 
stock  issued  or  exchanged  for  such  property. 
The  proceeds  derived  m  cash  or  its  equivalent 
from  the  resale  of  the  stock  so  returned  shall, 
however,  be  included  in  the  invested  capital  if 
retamed  and  employed  in  the  business. 

Art.  55.  Valuation  at  tangible  property  paid 
in  for  stock  or  shares— Tangible  property  paid 
in  for  stock  or  shares  prior  to  January  1,  1914, 
must  be  valued  at  either  (a)  the  actual  cash  value 
of  such  property  on  January  1,  1914,  or  (6)  the 
par  value  of  the  stock  or  shares  specifically  issued 
therefor,  whichever  is  loww.   This  is  one  of  the 
few  cases  m  which  the  law  permits  aUowance  to 
be  made  for  appreciation,  and  here  no  apprecia- 
ti<Mi  can  be  recognized  unless  the  origmal  stock 
or  shares  were  spedficaUy  issued  in  ^change  for 
such  tangible  prq[>erty. 
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Tangible  property  paid  in  for  stock  or  shares 
on  or  after  January  1,  1914,  will  be  taken  at  the 
actual  cash  value  of  such  property  at  the  time  of 
payment,  irrespective  of  the  par  value  of  the  stock 
or  shares. 

Art.  56.  Patents  and  copyrights.— Patents  and 
copyrights  paid  in  for  stock  or  shares  must  be 
valued  at  either  (a)  the  actual  cash  value  at  the 
time  of  payment  or  (6)  the  par  value  of  the  stock 
or  shares  issued  therefor,  whichever  is  lower. 

Art.  57.  Valuation  of  intangible  property.— If 

good  will,  trade-marks,  trade  brands,  franchises 
ol  a  corporation  or  partnership,  or  other  intangi- 
ble property  has  been  purchased  with  stock  or 
shares  issued  prior  to  March  3,  1917,  the  amount 
that  may  be  included  in  invested  capital  must 
not  exceed  (a)  20  per  cent  of  the  par  value  of 
the  total  stock  or  shares  outstanding  on  that  date, 
nor  (6)  the  actual  value  of  the  asset  at  the  date 
acquired,  nor  (c)  the  par  value  of  the  stock  issued 
in  payment  for  the  asset. 

Art.  58.  Api^ication  of  20  pa:  cent  limitatimi 
upon  intangible  property. — ^The  20  per  cent  limi- 
tation upon  intangible  property  purchased  prior 
to  March  3, 1917,  for  at  with  stock  or  shares  of  the 
corporation  or  partnership,  appUes  not  to  each 
item  or  class  of  intangible  property  separately, 
but  to  the  aggregate  .amount  of  all  suph  property 
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so  purchased.  Such  intangible  property  may  be 
included  in  the  invested  coital  only  up  to  an 
amount  not  exceeding  20  per  cent  of  the  total 
stock  or  shares  of  the  corporation  or  partnership 
on  March  3,  1917,  even  though  the  aggregate 
amount  of  such  intangible  property  be  greater 
in  value  than  such  20  per  cent  of  the  par  value  of 
the  total  stock  or  shares. 

Intangible  property  bona  fide  purchased  prior 
to  March  3,  1917,  with  stock  having  no  par  value 
may  be  included  in  invested  capital  at  a  value 
not  exceeding  the  actual  cash  value  of  such  in- 
tangible property  at  the  tune  of  the  purchase 
and  in  an  amount  not  exceeding  20  per  cent  of 
the  total  shares  of  stock  outstanding  on  March  3, 
1917,  measured  by  their  value  as  at  the  date  or 
dates  of  issue. 

Art.  59.  Rules  to  govern  cases  where  shares 
or  securities  are  issued  for  mixed  aggregate  of 
tangible  and  intangible  property.— Where  stock 
or  shares  (or  stocks  or  shares  and  bonds  or  other 
obligations)  have,  prior  to  March  3,  1917,  been 
issued  for  a  mixed  aggregate  of— 

(0)  Tangible  property, 

(6)  Patents  and  copyrights,  and 

(c)  Good  will  or  other  intangible  property, 

the  followmg  rules  will  govern: 

(1)  In  the  absence  of  satisfactory  evidence  to 
the  contrary,  it  will  be  presumed  in  the  case  of  a 
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corporation,  that  its  stock  was  issued  for  the 
following  purposes  in  the  order  named: 
(a)  Grood  will  or  other  intangible  property, 

(6)  Patents  and  copyrights,  and 
(c)  Tangible  property. 

(2)  Upon  the  production  by  the  taxpayer  of 
evidence  satisfactory  to  the  Commissioner  of 
Internal  Revenue  as  to  the  actual  values  at  the 
date  .of  acquisition  of  (a)  the  tangible  property 
and  (6)  the  pat^ts  and  copyrights,  the  sum  of 
these  two  items  may  be  applied  against  the  total 
par  value  of  the  securities  issued  and  the  remain- 
der will  then  be  deemed  to  represent  the  par  value 
of  the  securities  issued  for  the  good  will  or  other 
intangible  property. 

(3)  Cases  where  mixed  aggregates  of  tangible 
and  intangible  property  have  been  paid  in  for 
stock  and  bonds  shall,  if  the  Secretaiy  of  the 
Treasury  is  unable  to  determine  satisfactorily 
the  respective  values  of  the  several  classes  of 
property  at  the  time  of  payment,  be  treated  as 
coming  under  articles  18  and  24  and  the  tax  shall 
be  assessed  accordingly. 

Art.  60.  Valuation  of  intangible  assets  pur- 
chased.—Good  will  and  other  simiUir  intangible 
assets  purchased  with  cash  or  tangible  property 
must  be  taken  at  a  value  not  in  access  of  the  cash 
or  actual  cash  value  of  the  tangible  property 
specifically  paid  therefor. 

[401 


Art.  61.  Surplus  or  undivided  profits  earned 
duflog  any  year  excluded  In  computing  invested 
capital  for  such  year— Profits  earned  during  any 
taxable  year  or  prewar  year  shall  not  be  in- 
cluded in  the  computation  of  the  invested  capital 
lor  such  year,  even  though  set  up  as  "surplus" 
upon  the  books  or  distributed  in  the  form  of 
stock  divi<lends. 

Abt.  62.  Sc<^  of  phrase  "surplus  and  undi- 
vided profits."— Clause  (3)  of  subdivision  (a) 
of  section  207  authorizes  the  inclusion  in  invested 
capital  of  earned  surplus  and  undivided  profits 
used  or  employed  in  the  business.    Inasmuch  as 
section  201  provides  that  all  the  income  of  a  cor- 
poration or  partnership  shall  be  deemed  to  be 
received  from  its  trade  or  business,  all  the  surplus 
and  undivided  profits  of  a  corporation  or  part- 
nership (exclusive  of  undivided  profits  earned 
during  the  year),  from  whatever  source  derived, 
will,  unless  invested  in  stocks,  bonds  (other  than 
obhgations  of  the  United  States),  or  other  assets, 
the  income  from  which  is  not  subject  to  the  excess 
profits  tax,  be  deemed  to  be  used  or  employed  in 
the  business  and  may  be  included  in  the  invested 
capital. 

Abt.  63.  When  tangible  property  may  be  in- 
cluded in  surplus.— Where  it  can  be  shown  by 
evidence  satisfactory  to  the  Commissioner  of 
Internal  Hevenue  that  tangible  property  has 
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been  conveyed  to  a  corporation  or  partnCTship 
by  gift  or  at  a  value,  accurately  ascertainable 
or  definitely  known  as  at  the  date  of  conveyance, 
clearly  and  substantially  m  excess  of  the  cash 
OT  the  par  value  of  the  stock  or  shares  paid 
therefor,  then  the  amount  of  the  excess  shall  be 
deemed  to  be  paid  in  surplus.  The  adopted 
value  shall  not  cover  mineral  deposits  or  other 
properties  discovered  or  developed  after  the 
date  of  conveyance,  but  shall  be  confined  to 
the  value  accurately  ascertainable  or  d^nitely 
known  at  that  time. 

Evidence  tending  to  support  a  claim  for  a 
paid-in  surplus  under  these  circumstances  must 
be  as  of  the  date  <rf  omveyance,  and  may  consist, 
among  other  things,  of  (1)  an  appraisal  of  the 
property  by  disinterested  authorities,  (2)  the 
assessed  value  in  the  case  of  real  estate,  and  (3) 
the  market  price  in  excess  of  the  par  value  of  the 
stock  or  shares. 

Art.  64.  Reconstruction  of  surphis  and  un- 
divided profits  accounts.— Where  through  failure 
to  provide  for  depletion,  depreciation,  obso- 
lescence, or  oth«r  expenses  or  losses,  or  where 
for  any  other  cause  or  reason  the  books  of  account 
of  the  taxpayer  do  not  show  liie  true  paid-in  or 
earned  suii^us  and  undivided  profits,  in  the 
computation  of  invested  capital  such  adjustments 
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shall  be  made  as  are  necessary  to  arrive  at  a 
statement  of  the  correct  amount. 

Where  a  taxpayer  claims  additions  to  the 
capital  account,  the  books  of  account  will  be 
presumed  to  show  the  true  facts  and  the  burden 
of  proof  will  rest  upon  the  taxpayer.  Such  addi- 
tions will  be  accepted  only  to  the  extent  and 
under  the  conditions  stated  below: 

(1)  Amounts  which  have  been  expended  in  the 
past  for  the  acquisition  of  plant,  equipment,  tools, 
patterns,  furniture,  fixtures,  or  like  tangible  prop- 
erty, having  a  useful  life  extending  substantially  • 
beyond  the  year  in  which  the  expenditure  was 
made,  and  which  have  been  chained  as  current 
expense,  may  (less  proper  reduction  for  d^re- 
ciation  or  obsolescence)  be  added  to  the  surplus 
account  in  computing  invested  capital  when  such 
assets  are  still  owned  and  in  active  use  by  the 
taxpayer  during  the  taxable  year.  Special  tools, 
patterns,  and  similar  assets  shall  not  be  assigned 
any  value  if  their  cost  has  been  recovered  through 
having  been  included  in  the  price  of  goods.  K 
th^  cost  has  not  been  so  recovered  and  they  are 
held  for  only  occasional  us(%  they  shall  not  be 
assigned  a  value  in  excess  of  the  fair  value  based 
upon  the  earnings  actually  arising  from  their 
cuirent  use.  Assets  of  this  kind  not  in  cunent 
use  shall  not  be  valued  at  more  than  their  nominal 
or  scrap  value. 
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(2)  Amounts  expended  in  the  past  for  good  will, 
trade-marks,  trade  brands,  franchises,  and  other 
intangible  assets  of  a  like  character,  are  con- 
troUed  by  the  language  of  the  statute  which  pro- 
vides that  such  assets  "'shall  be  included  in 
invested  capital  if  the  corporation  or  partner- 
ship made  payment  bona  Me  therefor  specifically 
as  such  in  cash,  or  tangible  property."  The 
ConunissionCT  of  Internal  Revenue  will  recognize 
additions  to  invested  capital  on  account  of  in- 
tangible assets  only  if  such  assets  have  been  ex- 
pKcitlypaid  for  in  the  manner  prescribed  by  the 
statute.  Where  expenditures  have  been  made 
for  the  general  development  of  intangible  assets, 
and  charged  as  current  expense,  no  readjustment 
thereof  will  be  allowed. 

(3)  Amounts  under  (1)  and  (i)  above,  «q>ended 

on  or  after  March  1,  1913,  will,  in  the  case  of  a 
corporation,  be  limited  strictly  to  it^ns  which 
have  not  been  deducted  in  computing  taxable 
income  upon  its  income  tax  return.  Whoever  a 
corporation  has  claimed  and  the  department  has 
allowed  a  deduction  in  respect  to  its  inocmie  tax, 
the  item  upon  which  the  deduction  is  based  shall 
not  be  restored  to  the  surplus  account  nor  included 
in  the  invested  capital. 

(4)  The  taxpayer  shall  in  his  return  to  the 

Commissioner  of  Internal  Revenue  make  a  state- 
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ment  of  the  proposed  additions,  specifying  the 
kinds  and  amounts  of  property  involved,  the 
years  in  which  the  expenditures  were  made,  and 
the  method  followed  in  distinguishiug  between 
capital  outlays  and  current  expenses. 

(5)  The  taxpayer  shall  also  show  that  adequate 
provision  has  been  made  for  the  depletion,  de- 
preciation, or  obsolescence  of  such  of  the  assets 
so  acquired  as  are,  under  the  rulings  of  the 
department,  subject  to  recognized  depreciation. 

Art.  65.  Invested  capital  of  insurance  com- 
panies.— (a)  The  invested  capital  of  a  mutual 
insurance  company  will  be  deemed  to  consist 
of  the  sum  of  (1)  any  surplus  or  contingent 
reserves  maintained  for  the  general  use  of  the 
business,  plus  (2)  any  legal  reserves  the  net 
additions  to  whidi  are  included  in  the  net  income 
subject  to  the  tax — subject  to  the  restrictive 
provisions  of  article  44  requiring  the  exdunon 
of  tax-free  assets  other  than  obhgations  of  the 
United  States. 

(6)  The  invested  capital  of  a  stock  insurance 
company  will  be  deemed  to  consist  of  its  capital 
stock,  paid  in  or  earned  surplus  and  undivided 
profits  (subject  to  the  same  restrictive  provision 
of  art.  44),  computed  in  accordance  with  the 
provisions  of  article  53. 


Invested  Capital — Individiials 

Abt.  66.  Items  included  in  invested  ca^tal. — 

Subject  to  the  limitations  stated  in  these  regu- 
lations the  invested  ci^ital  of  an  individual  is 

measured  by  the  total  of  three  items: 

(1)  Actual  cash  paid  into  the  trade  or  business. 

(2)  Tangible  property  paid  into  the  trade  or 

business, 

(3)  Patents  and  copyrights,  and  good  will, 
trade-marks,  trade-brands,  franchises,  and  other 
intangible  property.    (See  art.  68i) 

Art.  67.  Valuation  of  tangible  property. — Sub- 
ject to  the  requirements  of  article  42  as  to  allowance 
for  depletion,  depreciation,  and  obsolescence, 
valuation  of  tangible  property  will  be  as  follows: 

In  the  case  of  tangible  property  purchased  with 
cash,  the  valuation  will  be  based  upon  the  cost 
(estimated  if  not  known)  in  cash  at  the  time  pur- 
chased. 

In  the  case  of  tangible  property  paid  in  as 
such  prior  to  January  1,  1914,  the  valuation  will 
be  based  upon  its  actual  cash  value  as  of  that 
date.  Adequate  evidence  of  such  value  must  be 
furnished  by  the  taxpayer. 

In  the  case  of  tangible  property  paid  in  on  or 
after  January  1,  1914,  the  valuation  will  be 
based  upon  its  actual  cash  value  at  the  time  of 
payment. 
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It  will  be  presumed  that  the  tangible  assets 

employed  in  the  trade  or  business  have  been 
aoquiied  with  cash  which  has  beem  ^ther  paid 
in  directly  or  derived  from  earnings  of  the  trade 
or  busiiiess;  but  the  taxpayer  will  be  entitled 
to  show  that  sudh  assets  were  paid  in  as  tangible 
property. 

Abt.  68.  VahsatUm  of  intangible  property. — 

Patents  and  copyrights,  and  good  will,  trade-marks, 
trade-brands,  franchises,  and  other  similar  intan- 
gible assets  may  be  included  in  invested  capital  at 
a  value  not  to  exceed  the  actual  cash  paid  there- 
for or  the  actual  cash  value  at  the  time  of  pay- 
ment of  the  tangible  property  paid  therefor,  but 
only  if  bona  fide  payment  was  made  therefor 
spedficaQy  as  such  in  cash  or  tangible  property. 

Abt.  69.  Profits  earned  during  taxable  year 
may  be  included. — ^The  restriction  in  respect  of 

undivided  profits  earned  during  the  taxable  year 
which  is  imposed  upon  corporations  and  partner- 
ships does  not  apply  to  individuals,  and  therefore, 
unless  otherwise  shown,  the  profits  of  the  taxable 
year  remaining  in  the  trade  or  business  will  be 
deemed  to  have  arisen  ratably  throughout  the 
year,  and  the  capital  at  the  beginning  of  the  year 
maj  be  increased  by  the  total  amount  of  such 
profits  remaining  in  the  trade  or  business  averaged 
monthly  over  the  year. 
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Art.  70.  Rule  for  computing  invested  capitaL 
— ^Where  an  individual  keeps  books  of  account  his 

invested  capital  will  be  found  in  his  capital  ac- 
count (under  whatever  name  it  may  be  called) 
after  making  therein  any  adjustments  or  correc- 
tions required  by  these  regulati<ms,  provided  that 
the  assets  other  than  those  not  allowed  to  be 
included  equal  or  eacceed  the  amount  of  such 
capital  account.  Otherwise  the  invested  capital 
shall  be  the  amount  of  sank  assets. 

Where  an  individual  does  not  keep  books  of 
account  he  should  prepare  and  preserve  a  state- 
ment as  at  the  beginning  of  the  taxable  year  and 
as  at  the  end  of  the  taxable  year,  showing  in  full 
all  his  assets  valued  in  accordance  with  these 
relations,  and  all  his  liabiUties.   The  excess 
of  such  assets  over  such  liabilities  at  the  b^inning 
of  the  year  and  again  at*  the  end  of  the  year  will 
constitute  the  invested  capital  of  the  individual 
on  those  dates,  respectively,  provided,  that  in 
each  case  the  assets  other  than  those  not  allowed 
to  be  included  equal  or  exceed  the  amount  o£ 
such  excess.    Otherwise  the  invested  capital  shall 
be  the  amount  of  such  assets.   The  amount  of 
the  difference  between  the  capital  thus  shown  as 
at  the  beginning  of  the  year  and  at  the  end  of 
the  year  will,  in  the  absence  of  evidence  to  the 
contrary,  be  deemed  to  have  aris^  ratably 
throughout  the  year,  and  the  capital  at  the 
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begiiming  of  the  year  will  be  increased  or  de- 
creased, as  the  case  may  be,  by  such  amount 
averaged  monthly  over  the  year. 

If  an  individual  is  engaged  in  more  than  one 

trade  or  business  having  invested  capital,  then 
his  invested  capital  for  the  purposes  of  computing 
the  deduction  and  applying  the  rates  of  taxation 
will  be  determined  by  taking  the  total  invested 

ciq[>ital  of  all  such  trades  or  businesses. 

The  terms  "assets"  and  "liabilities"  as  used 
in  tins  article  relate  only  to  the  assets  or  liabilities 
of  the  trade  or  business. 

Nominal  Capital 

Art.  71.  Application  of  section  209. — Section 
209  (see  art.  15)  apphes  primarily  to  occupations, 
professions,  trades,  and  •  businesses  engaged  prin- 
cipally in  r^deiing  personal  service  in  which 
the  employment  of  capital  is  not  necessary  and 
the  earnings  of  which  are  to  be  ascribed  primarily 
to  the  activities  of  the  owners. 

In  determining  whether  a  trade  or  business  is 
taxable  under  article  15  no  weight  will  be  given 
to  the  fact  that  it  is  carried  on  by  means  of  per- 
sonal service  unless  the  principal  owners  are 
regularly  engaged  in  the  active  conduct  <^  the 
trade  or  business. 
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Art,  72.  Application  ot  section  200  not  to  be 

affected  by  mere  size  of  capital,  form  of  organiza- 
tion, etc. — eBusiness  ccmoems  which  rend^  pro- 
fessional or  personal  service  and  are  of  the  class 
normally  taxable  und^  article  15  shall  not  be 
taken  out  of  that  class  merely  because  of  the 
size  of  the  ci^ital  if  the  employment  of  sudi 
capital  is  necessitated  by  delay  and  irregularity 
in  the  recdpt  of  fees,  etc.,  or  if  such  capital  is 
wholly  or  mainly  used  as  a  fund  from  which  to 
advance  salaries,  wages,  etc.,  or  to  provide  office 
furniture,  accommodations,  and  equipment,  nor 
because  of  the  f<»m  ot  organization,  whether 
corporation  or  partnership,  nor  in  the  case  of  a 
partnership  because  oi  the  numb^  of  partners. 

Abt.  73.  Agents  and  brokers.— Agents  and 

brokers  requiring  and  using  no  capital  or  merely 
a  nominal  capital  in  their  business  are  taxable 
under  article  15,  but  commission  houses  r^ularly 
employing  a  substantial  amount  of  capital, 
whether  to  lend  to  principals  or  to  carry  goods 
on  their  own  account,  are  not  deemed  to  be  agents 
or  brokers  and  are  taxable  under  the  provisions 
of  article  16. 

Art.  74.  Meaning  of  *^mjnal  capital'' ;  bwn- 

nesses  which  will  not  be  deemed  to  have  nnminfli 
ci^MtaL — ^The  term  "nominal  capital"  as  used 
in  section  209  means  in  general  a  small  or  n^li- 
gible  capital  whose  use  in  a  particular  trade  or 
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business  is  incidental.  The  following  will  not  be 
construed  as  businesses  having  a  nominal  cf^ital 
for  purposes  of  excess  profits  tax: 

(a)  A  business  which  because  of  conditions 
arising  from  the  war  or  exceptional  opportunities 
for  profits  earns  a  disproportionately  high  rate  of 
profit  during  the  taxable  year,  if  it  belongs  to  a 
class  which  necessarily  and  customarily  requires 
capital  for  its  operation.  In  the  determination 
of  doubtful  cases  stress  will  be  laid  upon  the 
normal  relation  of  net  income  to  capital  during 
prewar  years; 

(b)  Corporations  which,  although  their  capitali- 
zation is  nominal,  employ  a  substantial  amount  of 
capital  in  their  business;  * 

(c)  A  business  having  a  substantial  capital,  but 
whose  invested  capital  within  the  meaning  of 
section  207  is  reduced  to  a  nominal  amount  by  the 
operation  of  the  restrictive  clauses  of  that  section, 
e.  g.,  where  the  capital,  consisting  originally  of  a 
small  amount  of  cash  paid  in,  has  since  appre- 
ciated in  value,  or  where  the  capital  is  largely 
covered  by  indebtedness  or  consists  principally 
of  tax-free  securities  or  of  intangible  assets  built 
up  or  developed  by  expenditures  which  have 
been  regularly  deducted  as  items  of  current 
expense. 
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Returns 

Art.  75.  When  a  return  of  information  as  to 
the  invested  capital  and  net  income  for  the  pre- 
war period  will  not  be  required. — ^For  the  pur- 
poses of  the  excess  profits  tax,  a  return  of  in- 
formation with  respect  to  the  invested  capital 
and  net  income  for  the  prewar  period  will  not 
be  required  of  a  corporation,  partnership,  or 
individual  in  the  following  cases: 

(1)  If  the  taxpayer  accepts  the  minimum  per- 
centage, viz.,  7  per  cent,  as  the  percentage  to 
be  used  in  computing  the  deduction  und^ 
article  21 ;  or 

(2)  If  the  trade  or  business  is  taxable  only  at 
the  8  per  c^t  rate  under  article  16. 

This  article  must  not  be  construed  as  not 

requiring  a  return  of  information  as  to  all  facts 
which  may  be  necessary  for  the  ascertainment 
of  the  capital  and  income  for  the  taxable  year 
whenever  such  a  return  is  required  by  the  Com- 
misdonar  of  Internal  Revenue. 

Art.  76. — A  married  woman  may  make  sepa- 
rate retiuii* — ^A  married  woman  who  is  a  sc^e 
trader  or  is  entitled  to  any  taxable  income  to 
her  sole  and  separate  use  may,  for  purposes  of 
the  esoess-pn^ts  tax,  make  a  separate  return 
in  the  same  manner  as  any  other  individual. 
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Art.  77.  When  afifiliated  corporatioiis  must 
furnish  inf omiatiaa  as  to  intercoiporate  relations. 

— ^For  the  purpose  of  the  excess  profits  tax  every 
corporation  will  describe  in  its  return  all  its 
intercorporate  relationships  with  other  corpora- 
tions with  which  it  is  iiffiliated,  and  will  furnish 
such  information  in  relation  thereto  as  will  enable 
the  Commissioner  of  Internal  Kevenue  to  com- 
pute the  amount  of  the  tax  properly  due  from 
each  corporation  on  the  basis  of  an  equitable  and 
lawful  accounting. 

For  the  purpose  of  this  regulation  two  or  more 
corporations  will  be  deemed  to  be  affiUated  (1) 
when  one  such  corporation  owns  directly  or  con- 
trols through  closdy  affiliated  interests  or  by  a 
nominee  or  nominees,  all  or  substantially  all  of 
the  stock  of  the  otiier  or  others,  or  when  sub- 
stantially all  of  the  stock  of  two  or  more  cor- 
porations is  owned  by  the  same  individual  or 
partnership,  and  both  or  all  of  such  corporations 
are  engaged  in  the  same  or  a  closely  related 
business;  or  (2)  when  one  such  corporation  (a) 
buys  from  or  sells  to  another  products  or  services 
at  prices  above  or  below  the  current  market, 
thus  effecting  an  artifidal  distribution  of  profits, 
or  (b)  in  any  way  so  arranges  its  financial  rela- 
tionships with  another  corporation  as  to  assign 
to  it  a  disproportionate  share  of  net  inoome  or 
invested  capital. 
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Art.  78.  When  affiliated  corporatkms  may 
be  required  to  make  consolkiated  return. — 

Whenever  necessary  to  more  equitably  determine 
the  invested  capital  or  taxable  income,  the  Com- 
missioner of  Internal  Hevenue  may  require  cor- 
porations classed  as  affiliated  under  article  77  to 
furnish  a  consolidated  return  of  net  income  and 
invested  capital. 

Where  such  consolidated  return  is  required  it 
may  be  made  by  any  one  or  more  of  such  corpora- 
tions or  by  all  of  ik<em  acting  jointly;  but  if 
such  affiliated  corporations,  when  requested  to 
file  such  consolidated  returns,  neglect  or  refuse 
to  do  so,  the  Commissioner  of  Internal  Bevenue 
may  cause  an  examination  of  the  books  of  all 
such  corporations  to  be  made  and  a  consoUdated 
statement  to  be  made  from  such  examination. 

In  cases  where  consolidated  returns  are  accepted, 
the  total  tax  will  be  computed  in  the  first  instance 
as  a  unit  upon  the  basis  of  the  consoUdated 
return  and  will  be  assessed  upon  the  respective 
affiliated  corporations  in  such  proportions  as  uugr 
be  agreed  among  them.  If  no  such  agreement 
is  made  the  tax  will  be  assessed  upon  each  such 
corporation  in  accordance  with  the  net  income 
and  invested  capital  properly  assignable  to  it. 
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Assessment  and  Collection 

Art.  79.  Assessment  and  collection  gov- 
emed  by  imcome  tax  regulations. — ^All  excess 

profits  taxes  to  which  any  taxpayer  is  subject 
shall  be  assessed  and  collected  at  the  same  times 
and  in  the  same  manner  as  provided  with  respect 
to  income  taxes  in  the  income  tax  regulations  in 
so  far  as  the  same  are  applicable. 

Daniel  C.  Roper, 
Commissumer  oj  Internal  Revenue, 

Approved: 

W.  G.  McAdoo, 

Secretary  of  the  Treasury, 


[64] 


War  Excess  Profits  Tax  Law 

Tide  n  of  the  War  Revemic  Ad  ol  October  a,  1917 

Sec.  200.  That  when  used  in  this  tide-  Definitioiis 
The  t«rm  "coipoiatioii"  includes  jdnt^tock  com-  Corporauon 
panics  or  associations  and  insurance  oompaiiies; 

The  term  "domestic"  means  created  under  the  law  OcwMStic 
of  the  United  States,  or  of  any  State,  Territory,  or 
Digtrict  thereof,  and  the  t«m"foidga"  means  created  Foreign 

under  the  law  of  any  other  possession  of  the  United 
States  or  of  any  foreign  country  or  government; 

The  tenn  "United  States"  means  only  the  States,  United 
the  Territories  of  Aladca  and  Hawaii,  and  the  District  States 

of  Columbia;  i    m  ui 

The  term  "taxable  year"  means  the  twelve  months  Taxable 
(aiding  December  thirty-first,  excepting  in  the  case 
of  a  corporation  or  partnership  which  has  fixed  its 
own  fiscal  year,  in  which  case  it  means  audi  fiscal 
year.   The  first  taxable  year  shall  be  the  year  ending  First 
Decmb^  thirty-first,  nineteen  hundred  and  seventeen,  ^^^f"^^ 
except  that  in  the  case  of  a  corporation  or  partnership 
which  has  fixed  its  own  fiscal  year,  it  shall  be  the 
fiscal  year  ending  during  the  calendar  year  nineteen 
hundred  and  seventeen.   Ji  a  corporation  or  partner- 
ship, prior  to  March  first,  nineteen  hundred  and 
eighteen,  makes  a  return  covering  its  own  fiscal  year, 
and  includes  therein  the  income  received  during  that 
part  of  the  fiscal  year  faUing  within  the  calendar  year 
nineteen  hundred  and  rixteen,  the  tax  for  such  taxable 
year  shall  be  that  proportion  of  the  tax  computed 
upon  the  net  income  during  such  full  fiscal  year  which 
the  time  from  January  first,  nmeteen  hundred  and 
seventeen,  to  the  end  of  sndi  fiscal  year  bears  to  the 

full  fiscal  year;  and 

The  term  "prewar  period"  means  the  calendar  years  Prewar 
nineteen  hundred  and  etera.  nineteen  hundred  and  Penod 


twelve,  and  nineteen  hundred  and  tliirteen,  or,  if  a 
corporation  or  partnership  was  not  in  existence  or  an 
individual  was  not  engaged  in  a  trade  or  business 
during  the  whole  of  such  period,  then  as  many  of  such 
years  during  tlie  whole  of  which  the  corporation  or 
partnership  was  in  existence  or  the  individual  was 
engaged  in  the  trade  or  busmess; 

Trade  The  terms  ''trade"  and  "business"  include  pro- 

Busmess        fessions  and  occupations; 

Net  Income       The  term  ^'net  income"  means  in  the  case  of  a 

foreign  corporation  or  partnership  or  a  nonresident 
alien  individual,  the  net  income  received  from  sources 
within  the  United  States. 
Rates  of  Tax  2OI.  That  in  addition  to  the  taxes  under  exist- 

ing law  and  under  this  act  there  shall  be  levied,  as- 
sessed^ccdleetedyaiid  paid  for  each  tajudile  year  upon  the 
income  of  every  corporation,  partnership,  or  indivMual» 
a  tax  (hereinafter  in  this  title  referred  to  as  the  tax)  equal 
to  the  f  cdlowing  percentages  of  the  net  income: 

Twenty  per  centum  of  the  amount  of  the  net  income 

in  excess  of  the  deduction  (determined  as  hereinafter 
provided)  and  not  in  excess  of  fifteen  per  centum  of 
the  invested  ci^ital  for  the  taxable  year; 

Twenty-five  per  centum  of  the  amount  of  the  net 
inc(»ne  in  excess  of  fifteen  p^  centum  and  not  in 
esKoess  of  twenty  per  centum  of  sudbt  ci^ital; 

Thirty-five  per  centum  of  the  amount  of  the  net 
income  in  excess  of  twenty  per  centum  and  not  in 
excess  of  twenty-five  per  oratum  of  such  capital; 

Forty -five  per  centum  of  the  amount  of  the  net 
income  in  excess  of  twenty-five  per  centum  and  not 
inexcess  ot  thirty-three  percmtum    such  capital;  and 

Sixty  per  centum  of  the  amount  of  the  net  income 
in  tmm  oS  thirty-^three  per  eeotum  of  such  capital. 
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For  the  purpose  of  this  title  every  corporation  or  Trade  or 
partnership  not  exempt  under  the  provisions  of  this 
section  shall  be  deemed  to  be  engaged  in  business,  ^^^^^^ 
and  all  th6  trades  and  businesses  in  which  it  is  engaged  gj,]^ 
shall  be  treated  as  a  single  trade  or  business,  and  all 
its  income  from  whatever  source  derived  shall  be 
deemed  to  be  reiceived  from  such  trade  or  business. 

This  title  shall  apply  to  all  trades  or  busmesses  of  Trades  or 
whatever  description,  whether  continuously  carried  on 

or  not,  except —  to  Tax 

(a)  In  the  case  of  officers  and  employees  under  the 
United  States,  or  any  State,  Territory,  or  the  District 

of  Columbia,  or  any  local  subdivision  thereof,  the  g^^^j 
compensation  or  fees  received  by  them  as  such  officers 
or  employees', 

(b)  Corporations  exempt  from  tax  under  the  proyi-  ^^J!^^**'" 
sions  of  section  eleven  of  Title  I  of  such  Act  of  Septem- 

ber  eighth,  nineteen  hundred  and  sixteen,  as  amended 
by  this  Act,  and  partnerships  and  individuals  carrying 
on  or  doing  the  same  business,  or  coming  within  the 
same  description;  and 

(c)  Incomes  deriye4  from  the  business  of  life,  health,  Iiisurance 
and  accident  insurance  combined  in  one  policy  issued  ^^'^pf 
on  the  weekly  premium  payment  plan. 

Sec.  202.  That  the  tax  shall  not  be  imposed  in  the  Foreign 
qise  of  the  trade  or  business  of  a  foreign  corporation  Concerns 
or  partnership  or  a  nonresident  alien  individual,  the 
net  income  of  which  trade  of  business  during  the  tax^ 
able  year  is  less  than  $3,000. 

Sbc.  203.  That  for  the  purposes  of  this  title  the  Deduction 
deduction  shaU  be  as  follows,  except  as  .otherwise  in  Determined 

this  title  provided — 

(a)  In  the  case  of  a  domestic  corporation,  the  sum 
of  (1)  an  amount  equal  to  the  same  percentage  of  the 
invested  capital  for  the  taxable  year  which  the  average 
amount  of  the  annual  net  income  of  the  trade  or 
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business  during  the  prewar  period  was  of  the  invested 
capital  for  the  prewar  period  (but  not  less  than  seven 
or  more  than  nine  per  centum  of  the  invested  capital 
for  the  taxable  year),  and  (2)  $3,000; 

(b)  In  the  case  of  a  domestic  partnership  or  of  a 
cttisen  or  remdoit  of  the  United  States,  the  sum  of 
(1)  an  amount  equal  to  the  same  percentile  <rf  the 
investc  d  capital  for  the  taxable  year  which  the  average 
amount  of  the  annual  net  income  of  the  trade  or 
busmess  during  the  prewar  period  was  of  the  invested 
capital  for  the  prewar  period  (but  not  less  than  sevoi 
or  more  than  nine  per  centum  of  the  invested  capital 
for  the  taxable  year),  and  (2)  $6,000; 

(c)  In  the  case  of  a  f oragn  o(»poi»t]on  or  parb^^ 
or  of  a  nonresident  alien  individual,  an  amount  ascer- 
tained in  the  same  manner  as  pro\aded  in  subdivisions 
(a)  and  (b)  without  any  exemption  of  $3,000  or  $6,000; 

(d)  If  the  Secretary  of  the  Treasuiy  is  unable  satisf 
torily  to  determine  the  average  amount  of  the  annual  net 
income  of  the  trade  or  business  during  the  prewar  period, 
the  deduction  shall  be  determined  in  the  same  manner 
as  provided  in  sectkm  two  hundred  and  five. 

Sec.  204.  That  if  a  corporation  or  partnership  was 
not  in  existence,  or  an  individual  was  not  engaged  in 
the  trade  or  business,  during  the  whole  of  any  one 
calendar  year  during  the  prewar  period*  the  dedui^ioD 
shall  be  an  amount  equal  to  eight  per  centum  of  the 
invested  capital  for  the  taxable  year,  plus  in  the  case 
of  a  domestic  coipontkii  $3,000»  and  in  the  case  of 
a  d<»nestic  partiM»diq>  or  a  dtisen  or  veridoit  of  the 
United  States  $6,000. 

A  tiade  or  business  carried  on  by  a  corporation, 
partaefship,  or  individual*  although  formally  organized 
or  reorganized  on  or  after  January  sec<»id,  nineteen 
hundred  and  thirteen>  which  is  substantially  a  con* 
tinuation  of  a  trade  or  business  carried  on  prior  to 
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thAt  date,  shall,  for  the  purposes  of  this  title,  be  deemed 
to  have  been  in  eristenoe  prior  to  that  date,  and  the 
net  income  and  invested  capital  of  its  predecessor 
prior  to  that  date  shall  be  deemed  to  have  been  ito 
net  inc(Hne  and  invested  capital. 

Sec.  206.  (a)  That  if  the  Secretary  of  the  Treasury.  Deduction 
up^^i^plaint  finds  either  (1)^  that  during  the  pre-  ^^^J-""^. 
war  period  a  domestic  corporation  or  partnecsbip,  or  j^aving  no 
a  citizen  or  resident  of  the  United  States,  had  no  net  Prewar 
inoome  from  the  trade  or  business,  or  (2)  that  durmg  Income  or 
~war  period  the  percentage,  which  U^eneti^^  Subnormal 
was  of  the  invested  capital,  was  low  as  oompaied  with  income 
the  percentage,  which  the  net  income  durmg  such 
period  of  i^iesfflitative  corporations,  partnerships, 
and  mdividuals.  engaged  in  a  like  or  similar  trade  or 
business,  was  of  their  invested  capital,  th^i  the  dfidlK- 
tion  shall  be  the  sum  of  (1)  an  amount  equal  to  the 
sune  percentage  of  its  invested  capital  for  the  taxable 
y«ar  wWdi  the  average  deduction  (determined  in  the 
same  manner  as  provided  in  section  two  hundred  and 
three,  without  including  the  $3,000  or  $6,000  therem 
referred  to)  for  sudi  year  of  r^resentotive  corporations, 
partnerships,  or  individuals,  engaged  in  a  like  or  simiUir 
trade  or  business,  is  of  their  average  invested  capital 
for  such  year  plus  (2)  in  the  case  of  a  domestic  cor- 
poration $S.OOO,  and  in  the  case  of  a  domestic  partner- 
ship or  a  citizen  or  reskloit  of  the  United  States  $6,000. 

The  percentage  which  the  net  income  was  of  the  Determina- 
invested  capital  in  each  trade  or  busmess  shall  be  J^^^ 
determined  by  the  Commissioner  of  Internal  Revenue, 
in  accordance  with  regulations  prescribed  by  him,  with 
the  i^^ioval  of  the  Secretary  of  the  Treasury.  In  the 
case  of  a  oorpoiation  or  partnershq)  which  has  fixed  its 
own  fiscal  year,  the  percentage  determined  by  the  cal- 
endar year  ending  during  such  fiscal  year  shall  be  used. 
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Claim  for  (b)  The  tax  shall  be  assessed  upon  the  basis  of  the 

Abatement  deduction  detennined  as  provided  in  section  two  hun- 
dred and  three,  but  the  taxpayer  claiming  the  benefit 
of  this  section  may  at  the  time  of  making  the  return 
file  a  claim  for  abatement  of  the  amount  by  which 
the  tax  so  assessed  exceeds  a  tax  computed  upon  the 
basis  of  the  dediicti<Hi  determined  as  provided  in  this 
section.  In  such  event,  collection  of  the  part  of  the 
tax  covered  by  such  claim  for  abatement  shall  not 
be  made  until  the  claim  is  dedded,  but  if  in  the  judg- 
ment of  the  Commissioner  of  Internal  Revenue,  the 
interests  of  the  United  States  would  be  jeopardized 
thereby  he  may  require  the  claimant  to  give  a  bond 
in  such  amount  and  with  such  surety  as  the  com- 
missioner may  think  wise  to  safeguard  such  interests, 
conditioned  for  the  payment  of  any  tax  found  to  be 
due,  with  the  interest  thereon,  and  if  such  bond, 
satisfactory  to  the  C(»nmissi<»Mr»  is*  not  givai  witUn 
such  time  as  he  prescribes,  the  full  amount  of  tax 
assessed  shall  be  collected  and  the  amount  overpaid, 
if  any,  shall  upon  final  decision  of  the  application  be 
refunded  as  a  tax  erroneously  or  illegally  collected. 

Sec.  206.  That  for  the  purposes  of  this  title  the 
net  income  of  a  corporation  shall  be  ascertained  and 
returned  (a)  for  the  calendar  years  nineteen  hundred  and 
GMrpontion    devoi  and  nineterai  hundred  and  twelve  upon  the 

same  basis  and  in  the  same  manner  as  provided  in 
section  thirty-eight  of  the  Act  entitled  "An  Act  to 
provide  revenue,  equalize  duties,  and  encourage  the 
-industries  of  the  United  States,  and  for  other  purposes,** 
approved  August  fifth,  nineteen  hundred  and  nine, 
except  that  income  taxes  paid  by  it  within  the  year 
imposed  by  the  authority  of  the  United  States  i^hJI 
be  induded;  (b)  for  the  calendar  year  ninteen  hun- 
ched and  thirteen  upon  the  same  basis  and  in  the  same 
maimer  as  provided  in  section  II  of  the  Act  entitled 
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"An  Act  to  reduce  tariff  duties  and  to  provide  revenue 
for  the  Government,  and  for  other  purposes,"  ap- 
proved October  third,  nineteen  hundred  and  thirteen, 
except  that  income  taxes  paid  by  it  within  the  year 
imposed  by  the  authority  of  the  United  States  shall 
be  mduded,  and  except  that  the  amounts  received  by 
it  as  dividends  upon  the  stock  or  from  the  net  eanungs 
of  other  corporations,  joint-stock  companies  or  asso- 
ciations, or  insurance  companies,  subject  to  the  tax 
imposed  by  sectJ<Hi  H  of  such  Act  of  October  third, 
nineteen  hundred  and  thirteen,  shall  be  deducted;  and 
(c)  for  the  taxable  year  upon  the  same  basis  and  in 
the  same  manner  as  provided  in  Title  I  of  the  Act 
entitled  "An  Act  to  increase  the  revenue,  and  for 
other  purposes,"  approved  September  eighth,  nine- 
teen hundred  and  sixteen,  as  amended  by  this  Act, 
except  that  the  amounts  received  by  it  as  dividends 
upon  the  stock  or  from  the  net  eaniings  of  other 
corporations,  joint-stock  companies  or  associations, 
or  insurance  companies,  subject  to  the  tax  imposed 
by  Title  I  of  such  Act  of  September  eighth,  nineteen 

hundred  and  skteen  shall  be  deducted.  Partnershipa 
The  net  income  of  a  partnership  or  mdividual  ahaU  rmmsmu^ 
be  ascertained  and  returned  for  the  calendar  years  individuals 
luneteen  hundred  and  eleven,  nineteen  hundred  and 
twelve,  and  nineterai  hundred  and  thirteen,  and  for 
the  taxable  year,  upon  the  same  basis  and  in  the  same 
manner  as  provided  in  Title  I  of  such  Act  of  September 
eighth,  nineteoi  hundred  and  sixteen,  as  amended  by 
this  Act,  except  that  the  credit  allowed  by  subdivision 
(b)  of  section  five  of  such  Act  shall  be  deducted.  There 
shall  be  allowed  (a)  in  the  case  of  a  domestic  partner- 
ship the  same  deductiims  as  allowed  to  individuals  in 
subdivision  (a)  of  sectimi  five  of  such  Act  of  September 
eighth,'  nineteen  hundred  and  sixteen,  as  amoided  by 
this  Act;  and  (b)  in  the  case  of  a  foreign  partnership  the 
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same  deductions  as  allowed  to  mdividuals  in  sidbdiviBum 
(a)  of  sectioD  six  of  such  Act  as  amended  by  this  Act. 
Invested  Suc.  207.  That  as  used  in  this  title,  the  term  "in- 

Capital  vested  capital"  for  any  year  means  the  average  in- 

Monthly  vested  capitiU  for  the  y^,  as  defined  and  limited  in 
Average        this  title^  averaged  m<mthly. 

Capital  As  used  in  this  title  "invested  capital"  does  not 

Excluded       include  stocks,  bonds  (other  than  obligations  of  the 

United  States),  or  other  assets,  the  income  from  which 
is  not  subject  to  the  tax  imposed  by  this  title  nor 
money  or  other  property  borrowed,  and  means  subject 
to  the  above  limitations: 
Domestic  (a)  In  the  case  of  a  ooipQrati<ni  or  partnership: 

anTp^w'       4**'**        P^"^  ^'       *^  ^alue  of 

ships  tangible  property  paid  in  other  than  cash,  for  stock 

or  shares  in  such  corporation  or  partnership,  at  the 
time  of  such  payment  (but  in  case  such  tangible  prop- 
erty was  paid  in  prior  to  January  first,  nineteen  hun- 
dred and  fourteen,  the  actual  cash  value  of  such  prop- 
erty as  of  Januaiy  first,  nineteen  hundred  and  fourteen, 
but  in  no  case  to  exceed  the  par  value  of  the  ordinal 
stock  or  shares  specifically  issued  therefor),  and  (3) 
paid  in  or  earned  surplus  and  undivided  profits  used  or 
employed  in  the  business,  exclusive  of  undivided 
profits  eanied  during  the  taxable  year:  Pronded,ThtA 

(a)  the  actual  cash  value  of  patents  and  copyrights 
paid  in  for  stock  or  shares  in  such  corporation  or  part- 
nership, at  the  time  of  such  payment,  shall  be  included 
as  invested  capital,  but  not  to  exceed  the  par  value  of 
sudi  stock  or  shares  at  the  time  of  such  payment,  and 

(b)  the  good  wil!,  trade-marks,  trade  brands,  the 
franchise  of  a  corporation  or  partnership,  or  other 
mtangible  pn^rty,  shall  be  induded  as  mvested 
capital  if  the  corporation  or  partnership  made  payment 
bona  fide  therefor  specifically  as  such  in  cash  or  tan- 
gible property,  the  value  of  such  good  will,  tmie- 
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mark,  trade  brand,  franchise,  or  intangible  property, 
nat  to  exceed  the  actual  cash  or  actual  cash  value  of 
tiie  tftngible  property  paid  thoefor  at  the  time  of 
such  payment;  but  good  will,  trade-marks,  trade - 
brands,  franchise  of  a  corporation  or  partnership,  or 
other  intangible  property,  bona  fide  purchased,  prior 
to  March  third»  nin^ieea  himdred  and  sevmteen^  for 
and  with  interest  or  shares  in  a  partnership  or  for  and 
with  shares  in  the  capital  stock  of  a  corporation  (issued 
I»ior  to  March  third,  n»i?f^t^"  hundred  and  seventeen), 
in  an  amomit  not  to  exoeed,  on  Man^  third,  nineteen 
hundred  and  seventeen,  twenty  per  centum  of  the 
total  interests  or  shares  in  the  partnership  or  of  the 
total  shares  of  the  capital  stock  of  the  corporation, 
shall  be  included  in  invested  capital  at  a  value  not 
to  exceed  the  actual  cash  value  at  the  time  of  sudi 
purchase,  and  in  case  of  issue  of  stock  therefor  not  to 
exceed  the  value  of  such  stock; 

(b)  In  the  case  ci  an  individual,  (1)  actual  cash  paid 
into  the  trade  or  business,  and  (2)  the  actual  cash 
value  of  tangible  property  paid  into  the  trade  or 
buaness,  other  than  cash,  at  the  time  of  such  payment 
(but  in  case  such  tangible  im^perty  was  paid  in  priiv 
to  January  first,  nineteen  hundred  and  fourteen,  the 
actual  cash  value  of  such  property  as  of  January  first, 
nineteen  hundred  and  fourteen),  and  (3)  the  actual 
cash  value  of  patents,  copyrights,  good  wiU,  trade- 
marks, trade  brands,  franchises,  or  other  intangible 
property,  paid  into  the  trade  or  business,  at  the  time 
of  such  paym^t,  if  paym^Eit  was  made  th^^or  specifi- 
cally as  such  in  cash  or  tangible  property,  not  to  exceed 
the  actual  cash  or  actual  cash  value  of  the  tangible  prop- 
erty bona  fide  paid  therefor  at  the  time  of  such  payment 

In  the  ease  of  a  f ordgn  corporation  <Mr  partnerahip  or 
of  a  nonresident  alim  individual  the  term  invested 
capital"  means  that  proportion  of  the  entire  invested 
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capital^  as  defined  and  limited  in  tliis  title,  which  the 
net  income  from  sources  within  the  United  States  bean 

to  the  entire  net  income. 

Sec.  208.  That  in  case  of  the  reorganization,  con- 
sdiidation  or  change  of  ownership  of  a  trade  or  business 
after  March  third,  nineteen  hundred  and  seventeen, 
if  an  interest  or  control  in  such  trade  or  business  of 
fifty  per  centum  or  more  remains  in  control  of  the 
same  pasons»  corporaticms,  lassociations,  partnerships, 
or  any  of  them,  then  in  ascertaining  the  invested  capital 
of  the  trade  or  business  no  asset  transferred  or  received 
from  the  prior  trade  or  business  shall  be  allowed  a 
greater  value  than  would  have  been  allowed  under  lliis 
titlein  computing  the  invested  capital  of  such  prior  trade 
or  business  if  such  asset  had  not  been  so  transferred  or 
received,  unless  such  asset  was  paid  for  specifically  as 
such,  in  cash  or  tangible  property,  and  then  not  to  &i» 
ceed  the  actual  cash  or  actual  cash  value  of  the  tangible 
property  paid  therefor  at  the  time  of  such  payment. 

Sec.  209.  That  in  the  case  of  a  trade  or  business 
having  no  invested  capital  or  not  more  than  a  nominal 
capital  there  shall  be  levied,  assessed,  collected  and 
paid,  in  addition  to  the  taxes  under  existing  law  and 
undbr  this  Act,  in  lieu  <^  the  tax  imposed  by  secti^m 
two  hundred  and  one,  a  tax  equivalent  to  eight  por 
centum  of  the  net  income  of  such  trade  or  business  in 
excess  of  the  following  deductions:  In  the  case  of  a 
domestic  oosrpcmtkm  $S,000,  and  in  the  case  of  a 
domestic  partnership  or  a  dtisaa  or  resident  of  the 
United  States  $6,000;  in  the  case  of  all  other  trades 
or  business,  no  deduction. 

Sec.  210.  That  if  the  Secretary  oi  the  Treasury  is 
unable  in  any  case  satisfactorily  to  determine  the 
invested  capital,  the  amount  of  the  deduction  shall  be 
the  sum  of  (1)  an  amount  equal  to  the  same  proportion 
€i  the  net  inc<»ie  of  the  trade  or  business  reeoved 
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during  the  taxable  year  as  the  proportion  which  the 
average  deduction  det^mined  in  the  same  manner  as 
provided  in  section  two  hundred  and  three,  without 
including  the  $3,000  or  $6,000  therein  referred  to,  for 
the  same  calendar  year  of  representative  corporations, 
partnerships,  and  individuals,  engaged  in  a  Mke  or 
similar  trade  or  business,  bears  to  the  total  net  income 
of  the  trade  or  business  received  by  such  corporations, 
partnerships,  and  individuals,  plus  (2)  in  the  case  of  a 
domestic  corporation  $S,000,  and  in  the  case  of  a 
domestic  partnership  or  a  citizen  or  resident  of  the 
United  States  $6,000. 

For  the  purpose  of  this  section  the  proportion  be-  Determina- 
tween  the  deduction  and  the  net  income  in  each  trade  ^^^^J^ 
or  business  shall  be  determined  by  the  Commissioner  ^^^^^^ 
of  Internal  Revenue  in  accordance  with  regulations 
prescribed  by  him,  with  the  approval  of  the  Secretary 
<rf  the  Treasury.   In  the  case  ot  a  corporaticm  or 
partnership  which  has  fixed  its  own  fiscal  year,  the 
proportion  determined  for  the  calendar  year  ending 
during  such  fiscal  year  shaU  be  used. 

Sec.  811.  That  every  fordgn  partnership  having  a  Partnership 
net  income  of  $3,000  or  more  for  the  taxable  year,  R«t»™» 
and  every  domestic  partnership  having  a  net  in- 
come of  ^,000  or  more  for  the  taxable  year,  shall 
render  a  correct  return  of  the  inomne  of  the  trade 
or  business  for  the  taxable  year,  setting  forth  specifi- 
cally the  gross  income  for  such  year,  and  the  de- 
ductions allowed  in  this  title.  Such  returns  shall 
be  roidered  at  the  same  time  and  in  the  same  mann» 
as  is  prescribed  for  income-tax  returns  under  Title  I 
of  such  Act  of  September  eighth,  nineteen  hundred 
and  sixteen,  as  amended  by  tliis  Act. 

Sec.  212.  That  all  administrative,  special,  and  gen- 
eral provisions  of  law,  including  the  laws  in  relation 
to  the  assessment,  remissioii,  collection,  and  refund  of 
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internal-revenue  taxes  not  heretofore  specifically  re- 
pealed, and  not  inconsistent  with  the  provisioiis  of 
this  title  are  hereby  extended  and  made  applicable 
to  all  the  provisions  of  this  title  and  to  the  tax  herein 
imposed,  and  all  provisions  of  Title  I  of  such  Act  of 
September  eighth,  nineteen  hundred  and  sixteen*  as 
amended  by  this  Act,  rdating  to  returns  and  payment 
of  the  tax  therein  imposed,  including  penalties,  are 
hereby  made  applicable  to  the  tax  imposed  by  this  title. 

Sec.  213.  That  the  Commissioner  of  Internal  Rev- 
enue, with  the  approval  of  the  Secretary  of  the  Treas- 
ury, shall  make  all  necessary  regulations  for  carrying 
out  the  provisions  of  this  title,  and  may  require  any 
corporation,  partn^ahip,  or  individual,  subject  to  the 
provisimis  of  this  title,  to  furnish  him  with  such  facts, 
data,  and  information  as  in  his  judgment  are  necessary 
to  collect  the  tax  imposed  by  this  title. 

Sec.  214.  That  Title  U  (section  two  hundred  to  two 
hundred  and  seven,  indusive)  of  the  Act  entitled  "An 
Act  to  provide  increased  revenue  to  defray  the  ex- 
penses of  the  increased  appropriations  for  the  Army 
and  Navy,  and  the  extensitms  of  fortifications,  and  for 
other  purposes,**  approved  March  third,  nineteen 
hundred  and  seventeen,  is  hereby  repealed. 

Any  amount  heretofore  or  hereafter  paid  on  account 
of  the  tax  imposed  by  such  Title  II,  shall  be  credited 
toward  the  paym^t  of  the  tax  imposed  by  this  title, 
and  if  the  amount  so  paid  exceeds  the  amount  of  such 
tax  the  excess  shall  be  refunded  as  a  tax  erroneously 
or  illegally  collected. 

Subdivision  (1)  of  section  three  hundred  and  one  of 
such  Act  of  S^tember  eighth,  nineteen  hundred  and 
sixteen,  is  hereby  amended  so  that  tlie  rate  of  tax  for 
the  taxable  year  nineteen  hundred  and  seventeen  akuM 
be  ten  per  centum  instead  of  twdve  and  one-half  per 
centum,  as  therein  provided. 
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Subdivision  (2)  of  such  section  is  Irardby  ammded 
to  read  as  fdlows: 

**(2)  This  section  shall  cease  to  be  of  eflFect  on  and 
after  January  first,  nineteen  hundred  and  eighteen." 


Title  X. — Administrative  Provisions 


Sec.  1001.  That  all  administrative,  special,  or  stamp  Administni- 
provisions  of  law,  including  the  law  relating  to  the  tivcPliovi- 
assessment  of  taxes,  so  far  as  applicable,  are  hereby  x^'^M^ 
extended  to  and  made  a  part  of  this  Act,  and  every 
per8<m,  omponitioii,  partnoship,  or  association  liable 
to  any  tax  imposed  by  this  Act,  or  for  the  collection 
thereof,  shall  keep  such  records  and  render,  under 
oath,  such  statements  and  returns,  and  shall  comply 
with  siidi  r^ulatidis  as  the  Commissioner  of  Internal 
Revenue,  with  the  approval  of  the  Secretary  of  the 
Treasury,  may  from  time  to  time  prescribe. 

•   ••  • 

Sac.  1008.  That  in  all  cases  where  the  method  of  Collection  of 
collecting  the  tax  imposed  by  this  Act  is  not  specifically  Taxes 
provided,  the  tax  shall  be  collected  in  such  manner  as 
the  Commissioner  of  Internal  Revenue  with  the  ap- 
proval of  the  Secretary  of  the  Treasury  may  prescribe. 
An  administrative  and  penalty  provisions  of  Title  VIII  of 
this  Act,  in  so  far  as  applicable,  shall  apply  to  the  collec- 
tion of .  any  tax  whidh  the  CommisdoiiN>  oi  Jnt^rnr^l 
Revenue  determines  or  prescribes  shall  be  paid  by  stamp. 

Sec.  1004.  That  whoever  fails  to  make  any  return  Penalty  for 
required  by  this  Act  or  the  regulations  made  under  Failure  to 
authority  thereof  within  the  time  piesmbed  or  who  MakeR^am 
makes  any  false  or  fraudulent  return,  and  whoever 
evades  or  attempts  to  evade  any  tax  imposed  by  this 
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Act  or  fails  to  collect  or  truly  to  account  for  and  pay 
over  any  such  tax,  shall  be  subject  to  a  penalty  of 
not  more  than  $1,000,  or  to  imprisonment  for  not 
more  than  one  year,  or  both,  at  the  discretion  <A  the 
court,  and  in  addition  thereto  a  penalty  of  double 
the  tax  evaded,  or  not  collected,  or  accounted  for  and 
paid  over,  to  be  assessed  and  collected  in  the  same 
manner  as  taxes  are  assessed  and  collected,  in  any 
case  in  which  the  punishment  is  not  otherwise  spe- 
cifically provided. 
Regulations  Sec.  1005.  That  the  Commissioner  of  Internal  Rev- 
enue, with  the  approval  of  the  Secretary  of  the  Treasury, 
ishereby  authorized  to  make  all  needful  rules  and  regula- 
tions for  the  oiforo^ent  of  the  provi»ons  of  this  Act. 

•   •  « 

Sec.  1008.  That  in  the  payment  of  any  tax  under 

this  Act  not  payable  by  stamp  a  fractional  part  of  a 
cent  shall  be  disregarded  unless  it  amounts  to  one-half 
centor  more,  in  which  case  itshall  be  increased  to  one  cent. 

Sec.  1009.  That  the  Secretary  of  the  Treasury, 
under  rules  and  regulations  prescribed  by  him,  shall 
permit  taxpayers  liable  to  income  and  excess  profits 
taxes  to  make  payments  in  advance  in  installments  or 
in  whole  of  an  amoimt  not  in  excess  of  the  estimated 
taxes  which  will  be  due  from  them,  and  upon  deter- 
mination of  the  taxes  actually  due  any  amount  paid 
in  excess  shall  be  refunded  as  taxes  OToneously  col- 
lected: Provided,  That  when  payment  is  made  in 
installments  at  least  one-fourth  of  such  estimated  tax 
shall  be  paid  before  the  expiration  of  thurty  days  after 
the  close  of  the  taxable  year,  at  least  an  additional 
one-fourth  within  two  months  after  the  close  of  the 
taxable  year,  at  least  an  additional  one-fourth  within 
four  mcmths  after  the  close  of  the  taxable  year,  and 
the  rmainder  of  the  tax  due  on  or  before  the  time 


Fraction  of 
Cent 


Payment  in 
Installments 
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now  fixed  by  law  for  such  payment:  Promded  further. 
That  the  Secretary  of  the  Treasury,  under  rules  and 
regulations  prescribed  by  him,  may  allow  credit  against 
such  taxes  so  pud  in  advance  of  an  amount  not  exceed- 
ing three  per  oraitum  per  annum  calculated  upon  the 
amount  so  paid  from  the  date  of  such  payment  to 
the  date  now  fixed  by  law  for  such  payment;  but  no 
such  credit  shall  be  allowed  cm  payments  in  excess  <^ 
taxes  determined  to  be  due,  nor  on  payments  made 
after  the  expiration  of  four  and  one-half  months  after 
the  close  of  the  taxable  year.  All  penalties  provided 
by  existing  law  for  failure  to  pay  tax  when  due  are 
hereby  made  applicable  to  any  failure  to  pay  the  tax 
at  the  time  or  times  required  in  this  section. 

Sec.  1010.    That  under  rules  and  regulations  pre-  Certificates 
scribed  by  the  Secretary  of  the  Treasury,  collectors  of  ®^  Indebted- 
internal  revenue  may  receive,  at  par  and  aocraed  UnceSfied 
interest,  cotificates  of  indebtedness  issued  under  Checks 
section  six  of  the  Act  entitled  "An  Act  to  authorize  Received  in 
an  issue  of  bonds  to  meet  expenditures  for  the  national  Payment 
security  and  defense,  and,  for  the  purpose  of  assisting 
in  the  prosecuticm  <rf  tibe  war,  to  extend  credit  to 
foreign  governments,  and  for  other  purposes,"  ap- 
proved April  twenty-fourth,  nmeteen  hundred  and 
sev^teoi,  and  any  subsequent  Act  or  Acts,  and  un- 
certified  checks  in  payment  of  income  and  excess 
profits  taxes,  during  such  time  and  under  such  regula- 
tions as  the  Commissioner  of  Internal  Revenue,  with 
the  approval  of  the  Secretary  of  the  Treasury,  shall 
prescribe;  but  if  a  check  so  received  is  not  paid  by 
the  bank  on  which  it  is  drawn  the  person  by  whom 
such  check  has  been  tradered  shall  remain  liable  for 
the  payment  of  the  tax  and  for  all  legal  poialties  and 
additions  the  same  as  if  such  check  had  not  been 
tendered. 
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General  Provisions 


Refund 
of  Tax 
Withheld 


Sec.  1212.  That  any  amount  heretofore  withheld 
by  any  withholding  agent  as  required  by  Title  I  of  such 
Act  of  September  eighth,  nineteen  liundred  and  sixteen, 
on  account  of  the  tax  imposed  upon  the  income  of  any 
individual,  a  dtisen  or  resident  of  the  United  States, 
for  the  cal^dar  year  nineteen  hundred  and  seventeen, 
except  in  the  cases  covered  by  subdivision  (c)  of  sec- 
tion nine  of  such  Act,  as  amended  by  this  Act,  shall  be 
rdeased  and  paid  over  to  such  iiulividual,  and  the 
entire  tax  upon  the  income  of  such  individual  for  such 
year  shall  be  assessed  and  collected  in  the  manner 
prescribed  by  such  Act  as  amended  by  this  Act. 


Provisions 

Deemed 

Separable 


Sac.  1300.  That  if  any  clause,  sentence,  paragraph, 
or  part  of  this  Act  shall  for  any  reason  be  adjudged  by 

any  court  of  competent  jurisdiction  to  be  invalid,  such 
judgment  shall  not  affect,  impair,  or  invalidate  the 
remainder  of  said  Act,  but  shall  be  confined  in  its 
<^ration  to  the  clause,  sentence,  paragraph,  or  part 
thereof  directly  involved  in  the  controversy  in  which 
such  judgment  shall  have  been  rendered. 


Effective 
Date  of  Act 


Sec.  1308.  That  unless  otherwise  hmon  speaaHy 
provided,  this  Act  shall  take  effect  on  the  day  follow- 
ing its  passage. 

Approved  October  3,  1917. 
Effective  October  4,  1917. 


[80] 


Index 


Abatement  claim  on  Form  47 
wheat  nuUdng  return  in 
cases  of  prewar  income 
being  undeterminable  satis- 
factorily; low  or  none,  21 

Accoimtlng: 
Adjustment  of  In  connection 
with  surplus,  61 

Defective ;  bearinec    cm  in- 
vested capital,  41 

Individuals: 
Books  kept,  57 
Books  not  kept.  57 

Ultraconservatism    in  past 
years,  41 

Accounts  receivable  construed 
to  be  tangible  property,  39 

Additions  on  annual  balance 
sheet  in  computing  "  in- 
vested capital,'  42 

Adjustments  required  on  annual 
balance  sheet  of  corpora- 
tions and  partnerships,  43 
Invested  capital  determined 
on  basis  of  balance  shert  as 
adjusted,  44 

Affiliated  corpocatdhms  retams, 

etc..  62 

Agents  and  brokers  versus  com- 
mission houses  and  mer- 
chants, 59 

Agents:  Nominal  capital,  59 

Alaska,  5 

Amortization  in  relation  to  in- 
vested capital,  42 

Annual  balance  sheet  (See 
"  Balanoe  Sheet'*) 

Appredatton  in  value  of  assets 
in  connection  wiOk  invested 

capital  35.  60 
Correction  of  annual  balance 

sheet,  43 
Tangible  property  acquired 

prior  to  January  1,  1914.  46 

Assessment  and  collection  of 

:,  64 


Parent,  subsidiary  and  alhli- 
ateci  corporations,  63 

Assets  and  liabilities  in  connec- 
tion with  invested  capital 
of  individuals,  57 

Averaging  invested  capital;  me- 
thod of,  36 

Balance  sheet  required  annually 
of  corporations  and  part- 
nerships, 45 
Corrections  necessary,  43 
Invested  capital  determined 
on  basis  of  balance  sheet  as 
corrected,  44 

Bequest,  valueof  tseoEemptf  ram 
tax,  23 

Bills  receivable  construed  to  be 
tangible  property,  89 

Bond  may  be  reqidred  ^when 
claim  for  abatement  is 
made  on  making  return  in 
cases  of  prewar  income 
being  undeterminable  sat- 
isfactorily, low  or  none,  21 

Bonded  indebtedness  versus 
capital;  bearing  on  in- 
vested capital,  60 

Bonds  in  relation  to  invested 

capital,  37,  60 
Intangible  property  paid  for 

in  bonds  not  considercKl  as 

paid  for  in  cash  or  tangible 

property,  38 
Surplus  or  undivided  profits 

invested  in  tax-Hree  ooiids» 

50 

Tangible  and  intanglUe  prop- 
erty;   bonds  issued  tat 

mixed  aggregates  of,  48 
Tangible    property;  bonds 
construed  to  be,  39 

Books;  defective  or  poorly  kept; 
beuing  on  Invested  capitiri, 

41 

Adjustment  of  in  connection 
with  surplus,  43 


[81 J 


Books  of  accoimt;  iu(lividuals,57 
Not  k^ptt  67 

Borrowed  money  and  other 
property  in  relatl(m  to  in- 
vested capital,  37 

Brokers;  nominal  capital,  59 

Business  defined  (See  "  Trade  or 

Business") 

Invested  capital:  businesses 
which  will  be  deemed  not 
to  have  nominal  capital,  59 

Nominal  capital ;  businesses 
involving  personal  service, 
99 

Capital  Invested  (See  **  Invested 
Capital") 

No  invested  capital  (See 
"Nominal  capital'  ) 

Nominal  Capital  (See  *'Noai*> 
Inal  Oapitar  ) 

Capital  of  considerable  amount 
does  not  preclude  nominal 
capital,  60 

Omdtal  versus  ''invested  eud- 

tal/'  43»  69 

Capitalization,  small  or  nomi- 
nal; relation  to  invested 
capital,  59 

Change  of  ownership  since 
Jixsway  2. 1918, 19,  39 

Change  of  ownership  since 
March  3,  1917;  biverted 

capital.  40 

Citizens  and  residents  (See 
••Individuals*') 

Claim  for  abatement  when  mak- 
ing return  in  cases  of  inre- 
war  income  being  undeter- 
minable satisfactorily;  low 

or  none,  21 

Class  A  Income,  10 
Rate  of  tax,  10 

Class  B  income,  10 
Rate  of  tax,  10 

Clarification  of  net  income  sub- 
ject to  tax,  10 

Oommisaion  merchants  versus 
agents  and  brokers  in  con- 
nection with  nominal  and 
Invested  capital,  59 

Compensation  (See  '*  Salaries'*) 

Computation  of  deduction,  17 
(See  also  '*  Deductions:  Com- 
patatiicm  oT*) 


Computation  of  invested  capL 
tal;  rule,  42 

Computation  of  tax  (See  "Tax: 
uomputatton*  of  ^) 

Consolidations  since  January  2, 
1913,  19.  39 

Consolidations  since  March  3, 
1917;  invested  capital,  40 

Constructive  capital  for  appli- 
cation of  rates,  15 

Copyrights  paid  in  for  stock  or 
shares;  valuation  of,  47 
Correction  of  annual  balance 

sheet,  44 
Mixed  tangibles,  intangibles, 
patents  and  copyrights,  48 

Corporation  defined,  5 

Corporations: 

Affiliated  corporations,  63 

Balance  sheet  as  of  last  day 
of  taxable  year  to  be  sob- 

mitted,  45 

Corrections  required,  43 
Invested  capital  determined 
on  basis  of  balance  abeet 
as  dorrected,  44 
Business  defined,  7 

All   trades   or  businesses 
considered  as  one,  7 
Consolidations  sinoe  January 
2.  1913,  19,  39 

Consolidations  sfaice  Man^  3. 

1917,  40 

Deduction ;  computation  of  ,13 

Exempt  corporations,  9 

Fiscal  year: 

Invested  capital  not  satis- 
factorily determinable  22 

Less    than    12  months 
period,  16 
«  Partially  within  1916,  16 
Foretai:  return  and  tax  lia- 

ta^.  8 

Invested  Capital,  39 
Government  Bonds 

(See  * 'Government  Bonds") 

Holding  companies,  62 
Income  taxable:  dasdflca- 
tion.  10 

Invested  capital,  35 

Rule  for  computing,  42 

Investment    of   siu^plus  in 
securities,  tax-free  and  oth- 


Corporations: 
Net  income:     How  deter- 
mined, 24 
Prewar  period.  25 
Taxable  year.  24 
Nominal  capital  (See  "Nomi- 
nal Capital*') 
Parent  corporatioDS*  62 
Prewar  income: 

How  determined,  25 
Not^  satisfactorily  deter- 
minable, low  or  none,  19 
Return  of  not  required  in 
certain  cases,  61 
Reorganizations  subsequent 
to  January  2.  1913.  19 
Invested  capital  for  prewar 
period,  40 
Reorganizations  subsequent 

to  March  8,  1917,  40 
Return,  61 

Liiability  to  make,  8 
Parait,  bidding  and  affili- 
ated compames.  82 
Subsidiaries,  62 
Specific  deduction,  10 
Subsidiaries,  62 
Surplus  (See  "Surplus  in  Re- 

lation  to  Invested  Capital  *) 

Tax: 

Assessment  and  collection 

of.  64 
Liability  to  pay,  8 
Parent,  subsidiary  and  affil- 
iated companies,  62 
Bates,  10 
Taxable  year.  6 
Income  of:     How  deter- 
mined, 24 
Trade  or  biisiness  defined*  7 
AU  trades  or  businesses  con- 
sidered as  one,  10 
Undivided  profits  (See  "Un- 
divided Profits  in  Relation 
to  Invested  Capital") 

Corrections  required  on  annual 
balance  sheet  of  corpora-  ' 
tions  and  nartnerships,  44  , 
Invested  capital  determined 
on  basis  of  balancejAieet  as 
corrected,  43,  44 

Current  liabilities  in  relation  to 
invested  capital,  37 

Deduction;  computation  of,  17 

Exceeding  15%  of  capital.  13 
In  case  of  invested  capital  not 

satisfactorily  determinable. 

22 

18S 


Deduction: 

Citizen  or  resident  indi- 
viduals, 17 

More  ttian  one  trade  or 
business,  31 

Domestic  corporations.  17 
Doincsiic  partnerships,  17 
Foreign  corporations,  18 
Foreign  partnerships,  18 
Nonresident  aliens,  18 
More  than  one  trade  or 
business,  58 
fiscal  year  basis,  16 
Prewar  period  income  un- 
determinable; low;  or  mme. 

19 

Beorganizations  subseiiuent 
to  January*  2, 1913,  19 

Deduction,  specific  from  net 
income,  17,  18 

Citizens  or  residents,  10,  17 
Domestic  corporations,  10,  17 
Domestic  partnerships,  10,  17 
Foreign  corporations;  none.lO 
But  no  tax  on  net  income  of 
less  than  $3,000.  18 

Foreign  partnerships;  none. 

But  no  tax  on  net  incmne 
of  less  than  S8,000,  18 

Nonresident  aliens;  none,  10 
But  no  tax  on  net  income 
of  less  than  $3,000.  18 

Deductions  allowed   to  part- 
nerships, 18 
Foreign,  18 

Definitions: 
Assets  and  liabilities  in  con- 
nection with  invested  capi- 
tal of  individuals,  58 
Corporation,  5 
Dividend,  8 
"Domestic,"  6 
"Foreim,"  5 
Intanome  property,  38 
Invested  capital,  35 
Money  or  other  property  bor^ 

rowed.  37 
Nominal  capital,  58 
"  Prewar  peiiod."  6 
Tangible  property,  88 
Taxable  year,  6 
"Trade'*  or  "business": 
Corporations  and  partner- 
ships. 7,  8 
Individuals,  7,  8 
"United  States/'  6 

J 


Depletion  In  relation  to  inyested 
capital,  35 

Adjustment  of,  in  connection 
with  surplas,  61 

Correction  necessary  on  an- 
nual balance  sheet  44 

Depreciation  in  relation  to  in- 
vested capital,  35.  44 

Adjtutmoit  of,  in  connection 
with  surplus,  51 

Correction  on  annual  balance 
sheet,  44 

IndiTldualB,  55 

Development  of  good-will,trade- 

mark,  etc.,  charged  to  cur- 
rent expense:  no  readjust- 
ment permitted.  53 

Devises;  value  of,  is  exempt 
fSrom  tax,  23 

nMrlbutive  interests  of  part- 
nerships uot  taxable  to 
members  of  partnerships,  34 

Dividend  defined.  8 

Dividends  deductible: 
Individiials,  30 
Corporations,  24 
Fartner^ps,  27 

IMvidends  received  from  foreign 
corporation  which  is  sub- 
ject to  income  tax,  20,  30, 
38 

Domestic  corporaMon,  defined, 

(See  also  '  Corporations ') 

E  quipment  originally  charged 
as  expense;  readjiistment 
of  surplus  accoimt,  52 

Estimated  capital  invested,  13 

Examples  of  tax  computations 

(See  "Illustrations") 

Exceptional  cases;  invested  cap- 
ital, 41 

Exceptional  profits  because  of 
tbe  war;  bearing  on  in- 
vested caxKital,  60 

Exempt  from  tax  lial^ty,  9 

Exemipt  income,  23 

Exemption;  specific  (See  "De- 
duction; Specific") 

Expense  involved  in  securing 
date  for  computation  of 

invested  capital  by  foreign 
taxpayers  unreasonable  in 
view  of  amoimt  of  tax,  41 


Expenses  in  relation  to  invested 
capital,  35 
Adjustment  of  book  records 
in  connection  with  ror^us 

Fee  (See  "Salaries") 

Fiscal  year: 

First  return  for  less  than  12 
months'  p^od,  16 

Invested  capital  not  satisfac- 
torily determinable,  22 

Partially  falling  within  1916, 
16 

Relation  to  taxable  yeiur,  6 

Fixtures  originally  charged  as 
expense ;  readjustment  of 
surplus  account,  52 

Foreign  corporation  stock  in 
relation  to  invested  capital, 
38,46 

Foreign  corporatiomi: 

Deduction;  computation  of, 

18 

Definition  of,  5 
Income  from  swroes  within 
the  United  States  taxabtot 

23 

Invested  capital  of;  spedlfi- 

cally,  38,  60 
Retmn,  61 

Liability  to  make,  8 
Specific  deduction;  none,  but 

no  tax  on  net  income  of  less 

than  $3,000, 10 
Tax;  assessmoDit  and  ooUeo- 

tion  of,  63 

Liability  to  pay,  8 

Foreign  dividends,  24,  30,  38 

■ 

Foreign  partnership: 
Deduction  allowed,  18 
Deducticm;  oomputaticm  of, 

18 

Income  from  sources  within 
the  United  States  taxable, 
23 

Invested  capital  of;  specifi- 
cally, 39 

Retiun,  61 

Liability  to  malce,  8 

Salaries  of  members,  27 
Specific  deduction,  none,  but 
no  tax  on  net  income  of  less 
than  $3.000, 10 
Tax ;  assessment  and  collec- 
tion of,  64 
Liability  to  pay,  8 


Franchises,  56 

(See  also    Intangible  Prop- 
erty") 

Furniture  originally  charged  as 
expense ;  r eadj  ustment  of 
surphis  aoootant,  52 

Gifts  made;  deductlMllty  of  by 

individuals,  32 
Gifts  of  tangible  property,  valne 

of  may  be  inctaided  as  smv 

plus,  50,  51 
Gifts;  value  of,  is  exempt  from 

tax,  23 
Good-will,  38,  43,  53 

(See  "Intangible  Property*') 
Government  bonds  in  relation 

to  invested  capital,  38,  46. 

50 

Government   bonds;  interest 
from 

Issued  prior  to  September  24, 

1917,  is  exempt  from  tax,  23 
•   Issued  subsequent  to  Septem- 
ber 24,  1917,  taxability  of. 
24 

Corporations,  23 
Individuals,  23 
Partnerships,  23 

Hawaii  considered  as  part  of 

United  States,  6 
Holding  companies,  62 

Illustraticms  in  computation  of 

tax: 

Corporations,  11 
When  deductions  exceed 
15%  of  invested  eapitel, 

13 

Individuals ;    one   or  more 
trades  or  businesses  with 

invested  capital  wititi  sal- 
ary in  addition,  31 
Individuals  and  partnerships; 
trade  or  business  with  in- 
vested capital,  12 
When   ded  action   exceeds  i 

15%  of  invested  capital 

13 

Impairment  of  capital,  36 
Income  disproportionate  to  in* 

vested  capital,  42 
Income  diuring  prewar  period: 
How  determined: 

Corporations,  25 

Individuals,  32 

Partnerships,  27 
Not  satisfactorily  determi* 

naUe;  low;  or  none.  19, 


Income  during  prewar  period: 
Return  of,  not  recrotred  when, 

61 

Income  exempt,  23 
Income  for  taxable  year  how 
determined: 
Corporations,  24 
Individuals,  29 
Partnerships,  26 
Income  subject  to  tax,  gener- 
ally, 10 
Class  A :  No  invested  capital 
or  nominal  capital  merely, 
10 

Class  B:  Invested  capital,  11 
Income  taxes  paid  within  years 
1911,  1912,  1913,  by  corpo- 
rations to  be  included  as 
taxable  income  for  thoae 
years,  25,  26 
ludebtedness,    bonded  versus 
caidtalization;  bearing  on 
invested  capital,  60 
Indebtedness,  evidence  of  con- 
strued to  be  tangible  prop- 
erty, 39 
Indebtedness  in  relation  to  in- 
vested capital,  37 
Adjustment  of  annual  balance 
meet,  44 
Individuals: 

Accoimting  records,  57 

Books  not  kept,  57 
Books  of  account,  57 

Not  kept,  57 
Cash  paid  into  trade  or  busi- 
ness, 55 
Change  of  ownership  of  busi- 
ness. 19,  40 
Deduction;  computation  of. 

Dividends  deductible,  30 

Exempt  income,  23 
Specific  deduction,  9 

Exempt  to  extent  engaged  in 
certain  businesses  or  occu- 
pations, 9 

Gifts  made  by;  deductibility 
of,  32 

Government    bonds  (See 

Govwmnent  Bonds) 
Inoome  taxable: 
dassiflcation  of,  10 
How     determined  when 
there  is  invested  capital, 
30 

How  determined  when 
there  is  no  invested  capi- 
Jbal  or  nominal  ca^tal 


[85] 


Individuals: 

Intangible  property ;  valua- 
tion of  in  connection  with 
invested  capital,  56 

Invested  capitalr  how  mea»- 

ured,  56 

Rule  for  computing,  56 
Invested  capital  not  satisfac- 
torily determinable.  22 
Invested     capital,  prewar 

geriod,  32 
Return  not  required  in  cer- 
tain cases,  61 
Betnms  in  such  cases.  22 

Investments  mwely;  profits 

from,  7 

Isolate  !,  incidental  and  infre- 
quent transactions,  7 
Married  woman  may  make 

separate  retium,  61 
Nominal  capital,  58 

Nonresident  aliens  (See 
"Nonresident  Aliens") 

Occupations,  7 

Partnerships ;  membm  of 
Distributive  interests,  34 

Prewar  income: 

How    determined  when 
there  is  invested  capital ,  27 
Not  satisfactorily  determi- 
nable; low;  or  none,  19, 

Prewar  period,  not  in  biumess 
during,  0 

Profits  earned  during  taxable 
year  and  retained  in  trade 
oi'nbusiness,  56 

Reorganizations  subsequent 
to  January  2,  1913.  19 

Reorganizations  subsequent 
to  March  3, 1917, 40 

Returns.  61 

Liability  to  make,  8 
Not    required  in  certain 
cases  61 

Rule  for  computing  invested 
cai)ital,  57 

Salaries  considered  income 
ftom  trade  or  business  hav- 
ing no  Invested  capital  or 
nominal  capUal  mMeiy,  10. 
31 

Salaries  paid  to  members  of 
partneraliips  by  tiie  firm, 

27,  34 

Salaries  paid  to  selves,  29 

Prewar  period,  29 
Salaries  received  flrmn  part- 
nership, 34 
Specific  deduction,  10,  20 


Individuals: 

Tangible  property;  valuation 
of  in  connection  with  iii- 
vested  capital,  65 

Tax;  assessment  and  collec- 
tion of,  64 

Liability  to  pay  in  case  of 

invested  capital,  8 

Taxable  year  for  individuals, 
6 

Trade  or  business: 

Defined,  7 

DifTerent  business  separate- 
ly taxed  according  to 
classiflcaMon  of  income, 

10 

More  than  one  trade  or 
business,  58 

Insurance  companies;  Invested 
capital  of,  54 

Oertaiii  business  of  exempt,  28 

Intangible  property: 

Apimdation  in  value  of;  cor- 
rection of  %nni|ft|  hftlanrfr 

sheet,  44 

Appreciation  in  value  through 
development;  relation  to 
invested  capital,  60 

Defined,  38 

Development  of  having  been 
charged  as  current  expense, 
63 

Valuation  of  as  invested  ca]4* 
tal  of  an  individual,  56 

Valuation  of  when  purchased 
with  cash  or  mtangfble 

property,  47 

Correction  of  annual  bal- 
ance sheet,  44 
Payment  for  in  stock  or 
bonds  not  considered  as 
payment  in  cash  or  tan- 
gible property,  39 
Valuation  of  when  purchased 
with  stock  or  shares: 
Application   of  tlie  20% 

limitation,  47 
Correction  of  annual  bal- 
ance sheet,  44 
Mixed  tangibles,  intangi- 
bles, patents  and  copy- 
rights, 48 


Non-par  vahie 


48 


Prior  to  Mardb  8,  1917. 

47 

interest  on  loans  to  partnership 
by  members  thereof,  28 
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Interest  on  obligations  of  State 
and  political  subdivisions 
thereof  is  esempt  from  taa^, 

23 

Interest  on  obligations  of  United 
States: 

Issued  prior  to  September  24, 
1917;  exempt  from  tax,  23 

Issued  subsequent  to  Septem- 
ber 24.  1917;  taxabiUty  of: 
Corporations,  28 
Individuals,  31 
Partnerships,  30 
Invested  Capital.  35 

Accounting;  defective,  41,  51 

Accounting ;  ultrarconserva- 
tive,  41 

Adjustment  of  amraal  bidance 

sheet,  41 
Agents  and  brokers;  n^mj^n^i 

capital,  59 
Amortisation.  42 
Appreciation  in  value  of  capi- 
tal assets,  35,  44,  60 
Tangible  property  acquired 
pmr  to  January  1,  1914, 
46 

Averaging  by  months,  36 
Balance  sheet  required  annu- 
ally from  corporations  and 
partnerships.  45 

Corrections  necessary,  44 
Invested    capital  deter- 
mined on  basis  of  bal- 
ance sheet  as  corrected.  44 
Bonds  construed  to  be,  45,  37 
Bonds  in  relation  to  invested 
capital,  37 

Surplus  or  undivided  profits 
invested  in.  50 

Tangible    and  intangible 
property ;  bonds  issued 
for  mixed  aggregate  of,  48 
Borrowed  money,  37 

The  term  defined,  35 
Businesses  which  will  not  be 

deemed  to  have  nonodnal 

capital,  59 

Tangible  property.  38 
Capital  versus  invested  capi- 
tal, 44,  59 

Capital  assets;  appredatioii 

in  value  of,  35,44 
Tangible  projperty  acquired 

pnor  to  January  i,  1914. 

46 

Cl^ritalization  small  or  negli- 
gBtfle;  bearing  on  invested 
cai4tal,  59 

Cash  paid  in,  86. 65 


Invested  Capital: 

Commissicm  houses  and  mer- 
chants, 59 

Computation  of:  rule 
Corporations  and  partner- 
ships. 42 
Individuals,  57 

Consolidations,  subsequent  to 
January  2,  1913. 19;  March 
3.  1917,  40 

Oopyrlfidits ;  valuation  of  when 
paid  for  in  stodos  or  siuuM, 

48 

Correction  of  annual  balance 

sheet.  44 
Defined  as  invested  cafMalof 

present  owner.  35 
Deletion  of  property,  35 

Adjustment  of  in  connec- 
tion with  surplus,  52 

Depreciation  of  property.  36, 

42 

Adjustment  of  in  oonneo- 

tion  with  surplus,  62 

Exceptional  cases,  41 

Expense  involved  in  securing 
data  for  computation  of  in- 
vested capital  in  ease  of 
foreign  taxpayers  unreason- 
able in  view  of  <»j»A'mtr  of 
tax,  41 

Expenses  incurred,  36 
Adjustment  of  in  connec- 
tion with  surplus,  61 

Fiscal  year: 
Invested  capital  not  deter- 
minable, 22 

Foreign  owporation  stock,  38. 

45 

Franchises  (See  "  Intangible 

Property'*) 
Government,  37 

Bonds,  23,  50 

Impairment  of  capital.  36 

Income  disproportionat-e  to 

invested  capital,  42 
Indebtedness.  37 
Individuals  specifically,  55 

Rule  for  computing,  57 
Insuraaceoompanies,  54 
Intangible  property: 

Appreciation  in   value  of 
because  of  development, 
etc.«  46 
Correction  of  anniud  bal- 
ance sheet,  44 
Defined,  38 

YBtxuMxm  when  paid  for  in 
OMhw  tamglbfes,  47 
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IliYested  Capital : 

Payment    in    s  lock  or 
bonds  not  considered 
payment  in  cash  or 
tangible  property,  38 
Valuation  when  paid  for  in 
stock  or  shares,  46 
Application  of  20%  limi- 
tation. 47 
Mixed  tangibles,  intan- 
gibles, patents,  etc.,  48 
Non-par  value  stock,  48 
Intangible  property;  valua- 
tion of  as  invested  capital 
of  an  individual,  55   ,  . 
Items  not  allowed  to  be  in- 
cluded. 36 
Liberty  Bonds  (See  "Govern- 
ment Bonds") 
Liquidation  of  original  capi- 
tal, 35 
Losses  sustained.  35 
Adjiistment  of  in  connec- 
tion with  surplus.  51 
Mixed  aggregate  of  tangible 
and    intangible  property 
and  patent  and  copyrights 
when  paid  for  in  stock  or 
shares  (or  stock  or  shares 
and  bonds  or  otbBt  obUga- 
•  tions).48 

CSorrection  of  annual  bal- 
ance sheet,  44 
Money  or  other  money  bor- 
rowed not  to  be  included,  37 
The  term  defined,  37 
Mutual  insurance  oompantes, 

54 

No  invested  capital  (See 
"  Nominal  Capital  *  * ) 

Nominal  capital  (See  Nomi- 
nal Capital'*) 

Non-par  value  stock ;  pur- 
chase of  intangible  prop- 
erty therewith.  48 

Nonresident  aHfiOS  ^edflcal* 

ly.  38,  41 

Not  determinable.  22,  41 
Fiscal  year  basis,  16,  22 
Betums  in  such  cases,  24 

Obsolescence  of  property.  35» 

42 

Adjustment  of  in  connec- 
tion with  surplus,  61 
Paid  in  surplus,  42,  51 
Patents  and  copyrights;  valu- 
ation of  when  paid  tor  in 
stock  or  shares,  48 
Ctorrectlon  of  annual  bal- 
ance sheet,  44 
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Invested  Capltalr 
Prewar  period,  40 
Profits  earned  durmg  taxable 
year  in  case  of  an  inoivia- 

ual,  56 

Profits;  exceptional  becaxise 
of  war  conditions;  bearii^ 
on  invested  capital,  60 
Reorganizations  subsequent 

to: 

January  2,  1913, 19 
March  3. 1917.40 
Return  of  for  prewar  period 

not  required;  when,  61 
Return  offer  taxable  year,  61 
Stock  and  bonds  in  relation  to 
invested  capital,  37,  43 
Foreign  corporation  stock, 
38 

Surplus  or  undivided  prof- 
its invested  in,  50 

Tangible  property,  stocks 
and  bonds  continues  to 

be,  46 

Stock  insurance  companies,  64 
Stock  issued  or  exchanged  for 
piopwty.  returned  to  cor- 
poration as  gift  or  for  con- 
sideration considerably  less 
than  par.  46  ^  ,  ^  , 

Correction  of  annual  bat 
ance  sheet.  44 

Surplus  in  relation  to  invested 
capital,  35,  42,  50 
Earned  during  any  prewar 

year,  50 
Earned  during  taxable  year, 
50 

Invested  in  securities,  tax- 
free  and  otherwise,  60 

Paid-in  surplus.  42,  51 
Readjustment   of  surplus 

account.  51 
Tangible  property  conaW- 
ered  as  sur^us  when,  50 
Tangible  property  considered 

as  surplus  when,  50 
Tangible  property ;  items  con- 
strued to  be,  88 
Valuation  when  paid  for  in 
stock  or  shares,  46 
Correction  of  annual  bal- 
ance sheet,  44 
Mixed  tangibles,  intan- 
gibles, patents,  etc.,  48 
Tangible  property;  valuation 
of  as  invested  capital  of  an 
Individual,  55 


Invested  Capital: 

Tax-free  securities,  37.  45.  60 
Surplus  or  undivided  iN^of- 
its  invested  in.  50 

Tax  rates  in  cases  of,  23 

Trade  brands.  11 

Trade  marks  (See  Intangible 
Property) 

Trade  or  business  having  in- 
vested capital  (See  **  In- 
vested Capital;  Trade  or 
Business  Having") 

Undivided  profits  in  relation 
to  invested  capital,  86,  42, 
50. 

Earned  during  any  prewar 

year,  58 
Earned  during  taxable  year, 

50 

Invested  in  securities,  tax- 
free  and  otherwise,  50 
Paid-in  surplus,  50 
Readjustment   of  surplus 

account,  51 
Tangible  property  consid- 
ered as  surplus  when,  50 
Invested  capital:  trade  or  busi- 
ness having 
Constructive  capital  for  ap- 

Slication  of:  rates: 
>educti(m;  craapmtatiim  of* 

17 

(See  Deduction;  Computation 
of) 

Tax  rates.  10 
Invested  capital  versus  capital, 
60 

Investment  of  surplus  in  securi- 
ties, tax-ftee  and  otherwise, 

50 

investments    merely ;  profits 
•  fkmn  two  individuals,  7 

January  2. 1913;  reorganizations 
subsequent  to,  19 
Invested  capital  for  prewar 
period,  40 
January  l.  1914;  tangible  prop- 
erty paid  in  for  stock  or 
shares: 
Prior  to  this  date.  46 

Appreciation  in  value  of 
assets  allowed,  46 
Subsequent  to  Jmnary  1, 

1914,  47 
Tangible   property   paid  in 
other  than  cash  in  case  of 
individuals,  55 
Judges  of  United  States;  salary 
of  is  ^Eempt  from  tax,  23 


Leaseholds  construed  to  be  tan- 
gible prop^y,  39 

liberty  Bonds  (See  "Govwn- 
ment  Bonds") 

Life  insurance;  proceeds  are  ex- 
empt from  tax,  23 

Limited  partnership  oonsidared 
a  corporation,  5 

Loans  to  partnership  by  mem- 
bers thereof;  interest  on 
Taxable  year,  28 
Prewar  period,  28 

Losses  in  connection  with  in- 
vested capital,  35 
Adjustment  of  books  in  con^ 
nection  with  surpluSt  51 

March  3,  1917;  tangible  prop- 
erty purchased  with  stock 
or  shares  prior  to,  47 
Application  of  the  20%  limi- 
tation, 47 
Non-par  value  stock.  48 

March  3,  1917;  mixed  property 
(tangible  or  intangiole)  pur- 
chased wll2i  sfeodE  or  riiaves, 
48 

March  3,  1917:  reorganizations 
subsequent  to;  invested 
capital,  40 

Married  woman  may  malGe  BBj^ 
arate  return,  61 

Mixed  aggregate  of  tangibles. 
Intangibles,  patents,  and 
copyrights  purchased  with 
or  paid  in  for  stock  or  shares 
(or  stock  or  shares  and 
bonds  or  other  oUigations) ; 
valuation  of,  48 
Correction  of  annual  bal- 
ance sheet,  44 

Money  or  other  property  bor- 
rowed not  to  be  included  in 
invested  capital,  37 
The  term  defined,  37 

Mutual  Insurance  companies, 
tarrasled  capital  of  ,  64 


Net 


period 
g  Pre- 


income  of  prewar 
(See  "Income 
war  Period") 
Net  Income  subject  to  tax;  class- 
ification of,  10 
Glass  A:  No  invested  capital 
or|nominal  capitalmerely ,  1 0 
Class  B:  Invested  capital,  10 
Net  income  subject  to  tax;  how 
determined: 
Corporations,  24 
Foreign  corporations.  23 
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Net  Income  subject  to  tax: 

Individuals,  29 
Nonresident  aliens,  30 
Pwrtmrships,  26 
Fwelgn  Paiiaiaships,  28 

.  Nominal  or  no  invested  capital, 
58 

Aflents,  and  brokers,  59 

Businesses  whlclx  will  not  be 
deemed  to  have  nominal 
capital,  59 

Commission  houses  and  mer- 
chants, 59 

huge  capital  does  not  pre- 
clude nomtaal  invested 
capital,  59 

Personal  service,  occupation, 
profession,  trade  and  busi- 
ness, 58 

Salaries,  wages,  fees,  etc,  of 
individuals,  10,  30 

Tax  rates,  10 

Non-par  value  stock  in  connec- 
tion with  pordiase  of  in- 
tangible prcqierty  with 

stock.  48 

Nonresident  aliens: 

(See  "Individuals"  for  gen- 
eral provisions) 

Deductions;  omipiitation  of, 

17 

Income  from  source  within 
the  United  States  taxable, 
28.80 

Income  of  subject  to  tax:  how 
determined.  30 

Invested  capital  of,  specifi- 
cally, 89 

Return, 

Liability  to  make,  9 

Salaries  paid  to  selves.  33 

Spedflc  deduction;  none,  but 
no  tax  on  net  income  of 
less  than  $3,000,  11 

Tax;  assessment  and  collec- 
tion of  64. 
LbbHity  to  pay,  0 

Notes  construed  to  be  tangible 
pnqperty,  39 

Obsolescence  of  property  in  re- 
lation to  invested  capital, 

35.  42 

Adjustment  of  in  coimection 
with  surplus,  51 

Oorrectlon  of  aannid  bidanoe 

sheet,  44 
bidividuals,  55 


Occupations  involving  pecaonal 
service,  68 

Organizations  subsequent  to 
January  2.  1913.  which  are 
substantially  a  continua- 
tion of  a  former  business,  19 

Invested  capital  for  prewar 
period,  40 

Correction  of  a.nmifti  balance 
sheet,  44 

Original  capital;  Impairment  of, 
hquidation  of,  86 

Ownership  of  property;  Income 
axising  merely  because  of  .  7 

Paid-in  surplus.  42,  51 

Parent  corporations,  62 

Partial  year;  return  and  pay- 
ment of  tax  for,  16 

Partnerships: 

Balance  sheet  required  annu- 
ally on  last  day  of  taxable 

year,  45 

Corrections  required,  44 
Invested  capital  determin- 
ed on  basis  of  balance 
sheet  as  corrected,  45 

Deductloa;  compitf»tion  of 

17 . 

(See  deduction;  Oomputa- 
4ioaof) 
Deductions  allowed,  17 
Distributive  interests  not  tax- 

aUe  to  members,  34 
Dividends  deductible,  27 
Exempt  partnerships,  9 
Fiscal  year,  6 

Less  than  12  months'  period 
16 

Partially  within  1916,  16 

Foreign  partnerships  (see  For- 
eign partners),  10 

Govwnment  bonds  (See  Gov- 
ernment bonds) 

Income  taxable: 
Classification  of,  10 
How  determined  for  pre- 
war period,  27 
How  determined  for  tax* 
able  year,  26 

Interest  on  loans  by  members 
to  the  firm,  28 
Prewar  period,  27 

Invested  capital,  35 

Prewar  period,  27 

Return  of  invested  capital  not 
required  in  certain  cases,  61 
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Partnerships: 

Invested  capital  not  determi- 
nable, 22 

Fiscal  year  basis,  22 
Betums  in  such  cases,  22 
Rule  for  computing,  42 
(See  also  "Invested  Capi- 
tal") 

Investment  of  surplus  in 
securities,  tax-free  and 
otherwise,  50 

Limited  partnership  condd- 
ered  as  corporations.  5 

Loans  to  the  firm  by  members 
thereof,  interest  on,  28 
Prewar  period,  27 

Nominal  capital  (See  Nomi- 
nal Capital") 
Prewar  income: 
How  determined,  27 
Not  determinable;  low:  M 
none,  19 

Reorganizations  subsequent 
to: 

January  2,  1913,  19 
March  3,  1917,  40 
Return  of,  not  required  in  cer- 
tain cases,  61 

Salaries  of,  and  interest 

paid  to,  members.  27 
Prewar  period  not  in  exist- 
ence during,  6 
Returns,  61 

Liability  to  make.  8 
^  Salaries  of  members: 
Deductilde  by  firm,  27 
Prewar  period,  27 
Taxable  to  members,  26,  34 
Specific  deduction,  17 

assessmmt  and  collec- 
tton  of,  64 
Liability  to  pay,  8 
Taxable  year,  6 
Income  of,  how  determined 
26 

Trade  or  biisiness: 
All  trades  or  businesses  con- 
sidered as  one,  10 
IMhied,  7 

Patents  and  copyrights  paid  in 
for  stock  or  shares;  valua- 
tion of,  48 

Correction  of  annual  balance 
sheet,  44 

Mixed  tangibles,  intangibles 
patents  and  copyrights,  48 
Patterns  originally  charged  to 
expense;   readjustment  of 
sinplus  account,  52.  68 


Personal   service  occupations, 

profesdons,  trades  and  bus- 
^  messes* 

Nomima  capital,  68 

Hant  expenditores  diarged  orig- 
inally to  expense ;  re£^- 
justment  of  surplus  ac- 
count, 52 

President  of  the  United  States, 
salary  of  is  exempt  firom 
tax,  23 

Prewar  period: 

Defined,  6 

Income  of:  how  determined: 
Corporations,  26 
Individuals  when  there  is 
invested  capital,  32 
Salaries  paid  to  selves»32 
Partnerships,  27 
Salaries  of,  and  interest 
|aid  to.  nmobm,  27, 

Income  not  determinaUte;lofW 
or  none  during  prewar 

period.  19 
Invested  capital;  nn^y^i|ftt»  of 
determining,  42 

RecMiganization  subsequent  to 

January  2,  1913.  19 
Not  in  business  during  the; 
deduction  in  such  cases.  17 

B^aims  not  required  in  certain 
cases,  61 

Surplus  earned  duiiiqc  aiqr 

prewar  year,  50 

Professions:  Included  in  terms 
"trade* '  and  *  'business,'* 
nominal  ca^tal.  68 

Profits  earned  during  taxable 

year  and  retained  in  busi- 
ness in  case  of  individuals. 

56 

(See  "Undivided  Profits"  for 
corporatlms  and  partner- 
idiips) 

Profits,  exceptional  because  o 
war  conditions;  bearing  on 
invested  capital.  60 

Promissory  notes  construed  to 
be  tangible  property.  39 

Reorganizations  since  Janu- 
ary 2,  1913.  10 

Correction  of  *«wyiml  hahuim 

sheet.  44 

Invested  capital  for  prewar 
period,  40 


Keorganizatlon  since  March  S 
1917;  invested  capital.  40 

Oorrection  of  annual  balance 
sheet.  44 

Returns,  61 
Fiscal  year,  6 

Less  than  the  regular  12 
months'  period,  16 
Partially  filling  within 
1916,  16 
Holding  companies.  63 
Invested  capital  not  deter- 
minable; returns  in  such 
cascSf  22 

Liability  to  make  return: 
Citizens  and  residents,  9 
Domestic  corporations,  8 
Domestic  partnerships,  8 
Foreign  corporations,  8 
Foreign  partnerships.  8 
Nonresident  aliens,  9 

Married  woman  may  make 
separate  return.  61 

Parent  corporations,  62 

PartneralilpB  spedflcaUy,  26, 

42 

Period  covered,  6,  16 

Prewar  period,  6.  27 

Rettuns  may  be  waived  in 
certain  cases,  61 

Statement  of  proposed  addi- 
tions to  surplus  on  accoimt 
of  readjustments  to  be  in* 
dluded  on  return.  61 

Subflidiariest  62 

Taxable  year,  6 
Fiscal  year  partially  tatUna 
within  1916.  16  ' 
Less  than  the  regular  12 
montbs' periodTie 

Role  for  coxnpatiiig  invested 

capital! 

Corporations  and  partner- 
ships, 42 

Individuals,  66.  67 

Salaries  considered  income  fkt>m 

trade  or  business  having  no 

invested  capital  or  nonSnal 

capital  only,  27,  32 
Exempt  salaries,  23 
Minimum  amounts  received 

as  salaries  taxable,  10 
Partnerships;  salaries  of  mem- 

bOTs  of.  27,  29.  34 
Self;  salary  paid  to,  27 
United   States,   State,  etc* 

employees,  23 
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I  Salaries  paid  members  of  part- 
I         nershlp  by  the  firm : 
Deductible  by  firm,  27 
Foreign  partnerships.  28 
Prewar  period,  29 
Taxable  to  members,  28. 84 
Salary  paid  to  self,  27 
Nonresident  aliens.  30. 32 
Prewar  period,  34 

Securities  in  reflation  to  invested 
capital.  39.  45,  48 

Foreign  corporatum  stock,  38, 
45 

Surplus  or  midivided  profits 
invested  in  securities  tax- 
free  and  otli^rwiso.  50 
Securities: 

Tangible  property;  securities 
comtraed  to  he.  89 
Services:    occupations,  profes- 
sions,   trades,  businesses, 
mvolving  personal  service: 
nominal  capital,  58 
Spedflc  exemption  or  deduction 
(See  * '  Deduction:  Spedflc**) 
State,  etc.,  employees;  salaries 
are  exempt  from  tax,  23 
State  obligations;  interest  on 
is  exempt  from  tax,  23 
(See  aUo  "Taxrfree  Securi- 
ties") 

Stock  or  sliares  issued  or  ex- 
changed  for  property,  43 
Correction  of  annual  balancj3 
sheet  in  connection  with.  44 
Intangible  property:  valua- 
tion of,  47 

Application  of  20%  limita- 
tion, 47 
Non-par  value  stock,  48 
Payment  made  in  stock  not 
considered  as  payment 
made  in  cash  or  tangible 
property.  39 
Mixed  tangibles,  intangibles. 

patents  and  copyrights,  48 
Patents  and  copyrights;  val- 
uation of.  48 
Stock  returned  to  corporation 
as  gift  or  for  consideration 
considerably  less  than  par, 
46 

Tangible  property;  viduation 

'  of,  46 

Stock  insurance  companies;  in- 
vested capital  of.  54 
Stock  without  par  value;  pur- 
chase of  intangible  prop- 
erty therewith,  48 
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Stocks  and  bonds  in  relation  to 
invested  capital,  39,  45,  48 
Foreign  corporation  stoc^,  38, 
45 

Government  bonds,  23,  37, 50 
Surplus  or  undivided  profits 
Invested  in  securities,  tax- 
free  and  otherwise,  50 
Tangible  property ;  stocks  and 
bonds  construed  to  be,  39 
Subsidiaries,  62 

Subtractions  on  annual  balance 
sheet  in  computing,  *  *  in- 
vested  capital,'*  42 

Surplus  in  relation  to  invested 

capital,  35,  42,  50 

Earned  diuing  any  prewar 

year,  50 

Earned  dming  taxable  year, 
50 

Government   bonds;  invest* 

ments  in,  23,  37,  50 
Individuals;    profits  earned 

during  taxable  year  and 

retained  in  business,  56 
Invested  in  tax-free  and  other 

secuiitleB,  37,  SO 
Paid-in  surplus,  42,  50.  51 
Beadjustment  of  surplus  ac* 

count,  51 
Tangible  property : 

Cost  of,  originally  charged 
to  expense;  readjustment 

,of  siirplus  account,  51,52 

wnen  to  be  included  as 
surplus,  60 

Tangible  property : 
Appreciation  In  value  of;  cor- 
rection of  anniial  balance 

sheet,  44 

Cost  of,  originallv  charged  to 
^cpemsie;  readjustment  of 
surplus  accoxmt,  51 

Intangible  purchased  with,  49 

Correction  of  anp^^fti  balance 
dieet,  44 

Items  construed  to  be,  39 

Purchased  for  nominal  sum; 
excess  of  value  over  pur- 
chase price  may  be  included 
as  surplus,  50 

Surplus:  when  tangible  prop- 
erty  may  be  included  as,  51 

valaatdk>n  of,  as  invested  capi- 
tal of  individual,  55 

Valuation  of,  when  purchased 
with  stock  or  shares:  46 
CcMTection  of  annual  hal- 
anee  slmMt.  44 


Tangible  property: 

Mixed  aggregate  of  tangi- 
bles, intangibles,  patents 
and  copyrights,  48 

Prior  to  Jamuurjr  1,  1914, 
46 

Subse^u^t  to  January  1, 

Tax:  assessment  and  coUectkm 
of,  64 

Parent,  sobddlary,  and  affili- 
ated ccmipairies,  62 

Tax:  computation  of,  10 

Constructive  capital  invested, 
15 

Deduction  exceeding  15%  of 

capital  invested,  13 
Fiscal  year  partially  witliin 

1916,  16 

Illustrations: 
Corporations,  11 

When  deduction  exceeds 
16%  of  invested  cap- 
ital, 13 

Individuals   and  partner- 
ships; trade  or  business 
with  invested  capital,  12 
When  deduction  exceeds 
15%  of  invested  09- 
ital,  13 
Individuals;  one  or  more 
trades  or  businesses  with 
invested  capital  with,  sal- 
ary in  addition,  31 
In  case  of  invested  capital,  11 
In  case  of  no  invested  capital 
or  capitol  n.en=iy. 

Less  than  12  months'  period, 
16 

Taxable  year: 
Fiscal  year  partially  falling 

within  1916,  16 
First  return  for  less  Uian  12 

months*  period.  16 
Income  of,  determined  how: 

Corporations,  24 

Individuals,  29 

Partnerships,  26 

Surplus  earned  during.  50.  56 
Profits  in  case  of  individual, 
56 

Tax-free  securities.  23,  37,  50 
Surplus  or  imdivided  profit 
iaverted  in.  60 
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lax  habiUty,  in  general,  8 
CitizeDS  and  residents.  9 
Corporations,  8 

Foreign  corporation,  8 
Exemptions.  9 
NoiiresKldCTt  aliens,  8 
Farteerships,  8 
Foreign  itartemsbips,  8 

Tax  rates: 

In  case  of  invested  capital,  11 
In  case  of  no  invested  capital 
or  nominal  caj^tal  m^ly. 

Taxes  paid  u  iihin  calendar  years 
1911,  1912  and  1913  by 
corporations  to  be  included 
In  taaoktde  income,  25 

Tools  oi^^inally  charged  as  ex- 
pense; readjustment  of  sur- 
plus account,  52 

Trade   brands  are  intangible 

property. 

(See  also  "IntangiMe  Prop- 
erty") ^ 

Trade-marks  are  intangible 
property,  38 

(See  also  '*IntangIUe  Prop- 
erty") ^ 

Trade  or  business  defined: 
Corporations   and  partoer^ 

ships,  7 

All  trades  or  businesses 

considered  as  one*  10 
Individuals.  7 

Different  businesses  separ- 
ately taxed  according  to 

classificatkm  of  faiocnne. 

10 

Distributive  interests  of 
members  of  partnendiips. 
34 

More  than  one  trade  or 

business,  58 
Salaries,  wages,  compensa- 
tlonretc.,  27,  29,  32 
Members  of  partaerships 

27,  29 

Invested  capital  bustaiess  in 

general,  35 

Nominal  capital  business  in 

general,  68 
Personal  service:  immifi^i 


Twenty  per  cent  Limitation  on 
Intangible  property  pur- 
chased wttli  sto<&  or  & 


47 


shares. 


Undivided  profits  in  relation  to 

invested  capital.  35.  42.  50 
(See  "  Sxuplus  in  Relation  to 

Invested  Capital") 
United  States  bonds  in  relation 

to  invested  capital.  23, 37, 60 
United  States  bonds;  interest 

on  (See  •'Government 

Bonds'*) 

"United  States"  deOned,  6 

Valuation  of  intangible  asset 
purchased   with   cash  or 
tangible  property.  49 
ApTOedatkm    in    yalue  of 

tnrough  development;  bear- 
ing on  invested  capital.  60 
Correction  of  annual  balance 
sheet,  44 

Valuation  of  property  paid  for 
in  stock  or  snares.  46 
Ck)rrection  of  ^rmial  tTHlawTfr 

sheet,  44 

Intangibles,  49 

Appreciation  through  de- 
velopment; bearing  on 
invested  capital,  60 

Stock  without  par  value.  48 
Mixed  tangibles,  intangibles, 

patents  and  copyrights,  48 
l^atents  and  copyrights,  48 
Stock  returned  to  corporation 

as  gift  or  for  consideration 

consideraUy  bdow  par,  46 
Tangfl)le,46 

War:  exceptional  profits:  bear- 
ing <m  inyested  capital,  flO 

War:     inability  to  recognise 

amortization,  obsolescence, 
or  tixceptional  depreciation 
because  of,  42 

Year:  taxable,  6 
Fiscal  year  partially  falling 

within  1916,  16  ' 
Return   for  less    than  12 

moffitbs' period,  16 


